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CERTIFICATE  OF  INCORPORATION  OF 

NATIONAL  TAX  ASSOCIATION 

Xo.  20264 

This  is  to  certify  that  we,  the  undersigned,  all  being  persons  of 
full  age  and  citizens  of  the  United  States  and  the  majority  being 
citizens  of  the  District  of  Columbia,  desiring  to  associate  ourselves 
for  scientific  and  educational  purposes  and  to  that  end,  to  form  a 
body  politic  and  corporate,  under  the  provisions  of  sub-chapter 
three  of  Chapter  Eighteen  of  the  Code  of  Law  for  the  District  of 
Columbia,  approved  March  3,  1901.  and  Acts  of  Congress  amenda- 
tory thereto,  do  hereby  make,  sign  and  acknowledge  this  certificate 
in  writing,  stating  as  follows : 

Firsi:  The  name  or  title  by  which  the  association  or  corporation 
shall  be  known  in  law  is  National  Tax  Association. 

Second:  The  term  for  which  the  corporation  is  organized  is 
perpetual. 

Third:  The  particular  business  and  objects  of  the  corporation  are 
as  follows : 

To  educate  and  benefit  its  members  and  all  others  \\ho  may  be 
interested  in  the  subject  of  taxation  and  the  subject  of  public 
finance,  of  which  taxation  forms  a  part,  by  promoting  the  scientific 
study  thereof  generally,  by  the  encouragement  of  research,  by  col- 
lecting, preserving,  and  diffusing  scientific  information  and  knowl- 
edge relating  thereto,  by  organizing  conferences  and  bringing 
together  for  discussion  public  officials,  taxpayers  and  their  represen- 
tatives, students,  instructors  in  universities  and  colleges  and  others 
interested  in  the  subjects  of  taxation  and  public  finance,  by  publish- 
ing and  distributing  reports  of  conference  proceedings  and  such 
other  books,  periodicals  and  publications  as  may  be  desirable  and 
helpful  for  the  accomplishment  of  the  purposes  of  the  corporation; 
by  appointing  committees  for  the  investigation  of  problems  in  taxa- 
tion and  public  finance;  by  formulating  and  announcing,  through 
the  deliberately  expressed  opinion  of  its  conferences,  the  best  in- 
formed economic  thought  and  ripest  administrative  experience  avail- 
able for  the  guidance  of  public  opinion,  legislation,  and  adminis- 
tration, on  questions  relating  to  taxation  and  public  finance  by 
acquiring,  utilizing,  applying,  and  disposing  of  property  and  funds 
exclusively  in  establishing,  maintaining,  improving,  and  extending 
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the  benefits  and  usefulness  of  the  corporation,  through  the  accom- 
plishment of  its  purposes,  and  by  promoting  better  understanding 
of  the  common  interests  of  national,  state,  and  local  governments 
in  the  United  States  and  elsewhere,  in  matters  of  taxation  and 
public  finance  and  interstate  and  international  comity  in  taxation. 

The  promotion  of  the  above  declared  business  and  objects  shall 
at  all  times  be  carried  on  subject  to  the  following  conditions  and 
limitations,  by  which  the  corporation  and  all  who  shall  hereafter 
associate  themselves  with  it,  as  members,  as  participants  in  its  de- 
liberations and  activities  and  in  its  conferences  or  otherwise,  shall 
be  forever  bound;  that  is  to  say: 

The  activities  of  the  corporation  shall  be  non-political  and  non- 
sectarian. 

Xo  part  of  the  net  income  of  the  corporation  shall  at  any  time 
inure  to  the  benefit  of  any  officer  or  member  of  the  corporation  or 
of  any  individual  or  corporation  whatsoever. 

At  any  conference  which  the  corporation  may  organize,  members 
of  the  corporation  shall  not  be  entitled  to  vote,  by  reason  of  such 
membership,  on  any  matter  involving  the  official  expression  of  the 
opinion  of  the  conference  on  a  question  of  taxation  or  public  finance 
of  general  public  interest,  but  the  voting  on  such  questions  shall  be 
vested  in  such  persons  in  attendance  as  may  be  determined  by  the 
corporation  and  be  expressed  in  such  manner  as  may  be  prescribed 
by  the  conference  when  assembled. 

At  any  such  conference,  the  persons  attending  shall,  by  such 
attendance,  be  deemed  to  consent  to  the  condition  and  limitation 
that  the  result  of  the  vote  upon  a  matter  involving  the  official  ex- 
pression of  the  opinion  of  the  conference  on  a  question  of  taxation 
or  public  finance  of  general  public  interest  shall  not  be  announced 
or  be  given  publicity  in  any  report  thereof  issued  by  the  corporation 
or  be  taken  as  having  its  endorsement,  unless  there  shall  have  been 
full  discussion  thereof,  at  that  or  a  prior  conference  and  unless  the 
vote  shall  represent  the  substantial  unanimous  opinion  of  the  con- 
ference, which  shall  be  deemed  to  be  expressed  by  not  less  than  a 
four-fifths  vote. 

Fourth:  The  number  of  the  managers  of  the  corporation,  who 
shall  be  called  the  executive  committee,  shall  for  the  first  year  of 
its  existence,  be  sixteen. 

Witness  our  hands  this  6th  day  of  January,  A.  D.  1930. 

(S)  Thomas  Walker  Pack 

(S)  John  E.  Walker 

(S)  William  P.  Richards 

(  S  )  Robert  J.  Eby 

(S)  Alfred  E.  Holcomp. 
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District  of  Columbia,  ss : 

I.  Walter  F.  Studdiford,  a  Notary  Public  in  and  for  the  District 
of  Columbia,  do  hereby  certify  that  Thomas  Walker  Page,  John  E. 
Walker.  William  P.  Richards'.  Robert  J.  Eby  and  Alfred  E.  Hol- 
comb,  parties  to  the  annexed  and  foregoing  certificate  of  incor- 
poration, bearing  the  date  the  6th  day  of  January.  1930.  personally 
appeared  before  me  in  said  District  the  said  Thorn;: s  Walker  Page. 
John  E.  Walker.  William  P.  Richards.  Robert  J.  Eby  and  Alfred 
E.  Holcomb.  being  personally  well  known  to  me  to  be  tjie  persons 
who  executed  the  said  certificate  of  incorporation  and  severally 
acknowledged  the  same  to  be  their  act  and  deed. 

Given  under  my  hand  and  notarial  seal  this  6th  dav  of  January, 
A.  D.  193n. 

I  S  i    Walter  F.  Studdiford, 

Notary  Public.  D.  C. 

i  Notarial  Seal  i 

Office  of  the  Recorder  of  Deeds 
District  of  Columbia 

This  is  to  Certify  that  the  foregoing  is  a  true  and  verified  copy 
of  the  Certificate  of  Incorporation  of  the  National  Tax  Associa- 
tion and  of  the  whole  of  said  Certificate  of  Incorporation,  as  filed 
in  this  Office  the  6th  day  of  January.  A.  D.  1930. 

In  Testimony  Whereof.  I  have  hereunto  set  my  hand  and 
affixed  the  seal  of  this  Office  this  6th  day  of  January.  A.  D.  1930. 

Arthur  G.  Froe, 
I  Seal)  Recorder  of  Deeds.  D.  C. 


BY-LAW'S  OF  THE  NATIONAL  TAX   ASSOCIATION 

i  As  adopted  January  6.  1930  I 

ARTICLE  I 

Membership 

Section  1.  Any  person  shall  be  eligible  to  membership  and  may 
become  a  member,  upon  application  in  writing  and  payment  of 
annual  dues  for  the  current  year.  Such  application  shall  indicate 
sympathy  with  the  objects  and  purposes  of  the  association,  as  ex- 
pressed in  its  certificate  of  incorporation  and  willingness  to  be 
bound  by  the  conditions  and  limitations  contained  therein  and  in 
these  by-laws.  Provided  that  the  present  members  of  the  National 
Tax  Association,  an  unincorporated  association,  shall  be  members, 
without  further  action  on  their  part. 
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Section  2.  Membership  shall  be  continuing-.  The  annual  mem- 
bership dues  shall  be  five  dollars,  payable  upon  application  for 
membership,  covering  the  fiscal  year  of  the  association  then  current 
and  annually  thereafter,  in  advance,  on  the  first  day  of  the  subse- 
quent fiscal  year. 

In  the  discretion  of  the  executive  committee,  the  annual  dues 
may  at  any  time  be  increased  and  the  annual  dues  of  residents  of 
any  foreign  country  may  be  fixed  at  an  amount  in  excess  of  those 
of  residents  of  the  United  States. 

Any  member  who  shall  fail  to  pay  his  dues  within  six  months 
from  the  date  when  payable  shall  be  considered  in  arrears  and  if 
such  failure  shall  continue  for  a  period  of  one  year,  he  shall  be 
dropped  from  membership,  for  non-payment  of  dues. 

ARTICLE  II 
Annual  Conference 

Section  1.  An  annual  conference  on  taxation  shall  be  held  under 
the  auspices  of  the  association,  at  such  time  and  place  as  the  exec- 
utive committee  may  determine.  The  annual  conference  shall  be 
the  means  used  by  the  association  for  carrying  into  practical  effect 
its  purpose  to  secure  an  expression  of  opinion  that  will  formulate 
and  announce  the  best  informed  economic  thought  and  ripest  ad- 
ministrative experience  available  for  the  correct  guidance  of  public 
opinion  and  legislative  and  administrative  action  on  all  questions 
pertaining  to  taxation,  and  to  interstate  comity  in  taxation. 

Section  2.  The  personnel  of  each  annual  conference  shall  be 
composed  of  delegates  appointed  by  the  governor  or  other  chief 
executive  of  states,  public  officials  having  duties  with  respect  to  the 
investigation,  enactment  and  administration  of  tax  laws,  instructors 
and  students  in  universities  and  colleges,  taxpayers  and  their  repre- 
sentatives, and  others  interested  in  the  subjects  of  taxation  and 
public  finance. 

Section  3.  The  voting  power  of  the  conference  upon  an  official 
expression  of  its  opinion  is  limited,  with  the  purpose  of  safeguard- 
ing the  conference  from  the  possibility  of  having  its  expression  of 
opinion  influenced  by  any  class  interest,  or  consideration  for  those 
who  devote  their  time  to  the  work  or  management  of  the  association, 
or  favor  for  those  who  contribute  money  to  its  support. 

The  voting  power  in  each  conference  upon  any  question  involving 
an  expression  of  the  opinion  of  the  conference  on  a  question  of 
taxation  or  public  finance  of  general  public  interest  shall  be  vested 
in  the  delegates  in  attendance  appointed  by  the  governor  or  other 
chief  executive  of  states.  In  voting  upon  such  questions  each  state 
shall  have  one  vote,  and  in  case  of  a  division  of  opinion  among  the 
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delegates  therefrom,  the  vote  shall  be  divided,  so  as  to  give  propor- 
tional weight,  by  approximate  fractions,  to  the  opinions  of  the  re- 
spective delegates. 

If  the  result  of  such  vote  shall  not  reflect  substantial  unanimity 
on  the  subject  in  question,  no  publication  thereof  shall  be  made  and 
it  shall  not  be  considered  as  expressive  of  the  opinion  of  the  con- 
ference. Such  unanimity  shall  be  deemed  expressed  by  a  four- 
fifths  vote. 

Voting  by  proxy  shall  not  be  allowed. 

No  member  of  this  association  shall  have  the  right  to  vote  in  any 
annual  conference  solely  by  virtue  of  such  membership. 

Section  4.  One  session  of  each  annual  conference,  or  so  much 
of  it  as  may  be  necessary,  shall  be  devoted  to  the  consideration  of 
the  report  of  the  conference  committee  on  resolutions  and  conclu- 
sions. The  report  of  this  committee,  as  adopted  by  the  conference, 
shall  be  its  official  expression  of  opinion,  and  it  shall  not  be  held 
to  have  endorsed  any  other  expression  of  opinion,  by  whomsoever 
made. 

No  resolution  approving  or  opposing  legislation  shall  be  consid- 
ered by  the  conference  unless  it  has  been  discussed  at  a  session  of 
the  conference  at  which  it  is  proposed,  or  has  been  the  subject  of  a 
report  made  thereon  by  some  committee  of  the  conference  or  of  the 
corporation,  or  has  been  the  subject  of  a  resolution  adopted  by  some 
previous  conference. 

Section  5.  The  temporary  and  permanent  chairman,  secretary, 
official  stenographer,  address  of  welcome  and  response  to  the  same, 
meeting  place,  accommodations  for  delegates,  all  necessary  prelimi- 
nary details  for  each  conference,  and  the  program  of  papers  and 
discussions,  shall  be  arranged  for  the  conference  by  the  executive 
committee  of  the  association.  All  other  details  of  the  organization 
and  conduct  of  the  conference  shall  be  arranged  by  Lhe  delegates 
present  in  such  manner  as  they  may  from  time  to  time  decide. 

ARTICLE  III 
Annual  and  Special  Meetings  of  the  Association 

Section  1.  The  annual  meeting  of  the  association  shall  be  held 
in  connection  with  the  annual  conference,  at  such  time  as  the  ex- 
ecutive committee  may  determine.  Sixty  days'  notice  shall  be  given 
to  all  members  of  the  time  and  place  at  which  such  annual  meeting 
is  to  be  held,  by  publication  in  the  official  Bulletin  of  the  associa- 
tion or  by  mailing  such  notice  to  each  member. 

Section  2.  Special  meetings  of  the  association  may  be  held  at 
any  time  and  place,  when  called  by  the  executive  committee.  At 
least  thirty  days'  notice  shall  be  given  to  all  members  of  each  special 
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meeting,  by  publication  thereof  in  the  official  Bulletin"  of  the 
association  or  by  mailing  such  notice  to  each  member,  which  notice 
shall  specify  the  purpose  for  which  the  meeting  is  called,  and  no 
business  shall  be  transacted  at  such  meeting,  other  than  that  specified 
in  the  notice. 

Section  3.  A  majority  of  all  members  present  at  any  annual  or 
special  meeting  of  the  association  shall  constitute  a  quorum  for  the 
transaction  of  business,  but  such  quorum  shall  at  no  time  be  less 
than  fifteen,  and  whenever  the  attendance  of  members  exceeds  one 
hundred,  twenty-five  shall  constitute  a  quorum. 

ARTICLE  IV 
Officers  and  Executive  Committee 

Section  1.  The  affairs  of  the  association  shall  be  administered 
by  a  president,  a  vice-president,  a  secretary,  a  treasurer  and  an 
executive  committee,  consisting  of  the  above  officers  and  the  three 
ex-presidents  who  have  last  held  office,  who  shall  be  members 
ex-officio,  and  nine  elected  members.  The  necessary  number  of  the 
three  last  ex-Presidents  of  the  National  Tax  Association,  an  un- 
incorporated association,  shall  be  members  cx-ofiicio,  so  long  as 
necessary  to  make  the  number  in  that  class  three.  The  officers  shall 
be  elected  annually  by  the  members  and.  with  the  exception  of  the 
president,  shall  be  eligible  to  re-election.  They  shall  hold  office 
until  their  successors  are  elected. 

The  elected  members  of  the  executive  committee  shall  be  divided 
into  three  classes,  of  equal  number,  each  class  holding  office  for 
three  years  and  until  their  successors  have  been  elected,  provided 
that  at  the  first  election  held  after  the  adoption  of  these  by-laws. 
three  classes  shall  be  established,  of  three  members  each,  to  hold 
office  for  terms  expiring  at  the  time  of  the  first  annual  meeting  of 
the  corporation  for  the  election  of  officers  and  of  the  next  two  suc- 
ceeding annual  meetings  respectively,  and  thereafter  three  members 
shall  be  elected  at  each  annual  election,  for  a  term  of  three  years, 
and  also  such  additional  members,  if  any.  as  may  be  necessary  to 
fill  vacancies,  to  hold  office  during  the  remainder  of  the  terms  of 
the  members  whose  places  they  fill.  Xo  member  shall  be  eligible 
for  re-election  to  the  committee  to  succeed  himself,  but  this  pro- 
vision shall  not  be  applicable  to  ex-officio  membership  therein. 

Two  persons  residing  in  the  Dominion  of  Canada  may  be  elected 
annually  to  serve  as  honorary  members  of  the  executive  committee. 

A  vacancy  in  any  office  or  in  the  membership  of  the  executive 
committee  may  be  filled  by  the  executive  committee  for  the  unex- 
pired term. 

The    executive    committee   may    appoint    such    other   officers    and 
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agents  as  it  may  deem  appropriate  to  the  purposes  of  the  associa- 
tion, to  serve  during  the  pleasure  of  the  committee. 

ARTICLE  V 

Duties  of  Officers  and  Committees 

Section  1.  The  executive  committee  shall  manage  the  affairs  of 
the  association,  subject  to  the  provisions  of  the  certificate  of  incor- 
poration and  of  these  by-laws.  All  appropriations  of  the  funds  of 
the  association  must  be  authorized  or  approved  by  the  executive 
committee.  Meetings  of  the  executive  committee  shall  be  held  at 
such  times  as  the  committee  may  determine.  At  such  meetings  a 
majority  of  the  committee  shall  constitute  a  quorum. 

The  executive  committee  shall  have  power  to  appoint  standing  or 
special  committees  and  prescribe  their  duties. 

The  executive  committee  shall  have  full  power  and  authority,  in 
the  interval  between  meetings  of  the  association,  to  do  all  acts  and 
perform  all  functions  which  the  association  itself  might  do  or  per- 
form, except  that  it  shall  not  have  power  to  amend  the  certificate 
of  incorporation  or  the  by-laws. 

The  executive  committee  may  authorize  the  president,  or  in  his 
absence  or  inability  to  act.  the  vice-president,  the  secretary  and  the 
treasurer  to  exercise  all  the  powers  and  functions  of  the  committee, 
with  respect  to  matters  and  things  arising  in  the  routine  manage- 
ment of  the  association,  requiring  the  formal  action  of  the  officers, 
during  the  intervals  between  the  meetings  of  the  committee. 

Section  2.  The  president  shall  be  the  chief  executive  officer  of 
the  association  and  shall  preside  at  the  meetings  of  the  association 
and  of  the  executive  committee,  and  shall  perform  such  other  duties 
as  the  executive  committee  shall  prescribe. 

In  case  of  the  absence  or  inability  of  the  president,  the  duties  of 
the  office  shall  be  performed  by  the  vice-president,  and  in  his  ab- 
sence, by  such  member  of  the  executive  committee  as  that  committee 
may  designate  for  the  purpose. 

Section  3.  The  secretary  shall  keep  a  record  of  the  proceedings 
of  all  meetings  of  the  association  and  of  all  other  matters  of  which 
a  record  shall  be  ordered  by  the  association. 

He  shall  issue  notices  of  all  meetings  of  the  association  and  shall 
perform  such  other  duties  as  may  from  time  to  time  be  assigned 
him  by  the  association  or  the  executive  committee. 

Section  4.  The  treasurer  shall  keep  a  complete  roll  of  the  mem- 
bers. He  shall  have  the  care  and  custody  of  all  funds  and  property 
of  the  association  and  shall  deposit  the  funds  of  the  association  in 
such  banks  or  depositories  as  the  executive  committee  shall  desig- 
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nate.  He  shall,  under  the  direction  of  the  executive  committee. 
disburse  all  moneys  and  sign  all  checks  and  orders  for  the  payment 
of  money.  He  shall,  when  authorized  by  the  executive  committee, 
execute  the  papers  necessary  for  the  transfer  of  any  property  or 
securities  of  the  association.  He  shall  perform  all  the  acts  incident 
to  the  position  of  treasurer  and  may.  in  the  discretion  of  the  execu- 
tive committee,  be  required  to  give  an  appropriate  bond,  at  the  ex- 
pense of  the  association. 

His  accounts  shall  be  audited  by  a  committee  of  the  association 
or  otherwise,  as  the  association  may  prescribe,  and  he  shall  at  the 
annual  meeting  make  report  of  the  financial  transactions  of  the 
association  for  the  past  year. 

ARTICLE  VI 
Proceedings  and  Publications 

Section  1.  The  association  shall  provide  for  the  publication  and 
distribution  of  the  proceedings  of  the  annual  conference. 

Section  2.  The  executive  committee  shall  authorize  the  terms  of 
sale  or  of  distribution  of  all  publications  issued  by  the  association. 

ARTICLE  VII 
Construction 

The  word  "  state "  whenever  used  in  these  by-laws  shall  be 
deemed  to  comprise  state,  territory,  the  District  of  Columbia,  an 
insular  or  other  possession  of  the  United  States  or  a  place  over 
which  the  United  States  exercises  extraterritorial  jurisdiction,  and 
a  Canadian  province. 

ARTICLE  VIII 

Amendments 

Section  1.  These  by-laws  may  be  amended  at  any  annual  or 
special  meeting  of  the  association  by  a  two-thirds  vote  of  all  mem- 
bers present;  provided,  the  full  text  of  the  proposed  amendment 
shall  have  been  submitted  to  the  members,  either  by  publication  in 
the  Bulletin  of  the  association  or  by  mailing  the  same  to  each 
member  at  least  thirty  days  prior  to  the  meeting. 


FIRST  SESSION 

Monday,  8  P.  M.,  October  12,  1931 

Clarence  Smith,  President  of  the  National  Tax  Association, 
presiding. 

President  Smith  :  The  conference  will  please  come  to  order. 

Ladies  and  Gentlemen,  it  is  my  privilege  now,  as  President  of 
the  National  Tax  Association,  to  call  to  order  the  Twenty- fourth 
National  Tax  Conference.  For  the  benefit  of  those  who  are  attend- 
ing the  conference  for  the  first  time,  permit  me  to  say  that  there 
are  two  organizations,  one  known  as  the  National  Tax  Association, 
a  corporation,  and  the  other  as  the  National  Tax  Conference. 

The  National  Tax  Association  makes  all  arrangements,  such  as 
selecting  the  location  for  the  holding  of  the  conference,  the  arrang- 
ing of  dates  and  the  program,  etc.,  and  then  calls  the  conference 
to  order. 

Heretofore  it  has  been  the  custom  of  the  conference  to  choose  its 
permanent  chairman  and  secretary,  but  under  the  By-Laws  adopted 
by  the  National  Tax  Association  under  date  of  January  6,  1930, 
that  duty  now  devolves  upon  the  executive  committee  of  the  asso- 
ciation. That  committee  has  taken  action  by  naming  the  president 
and  secretary  of  the  National  Tax  Association  as  chairman  and 
secretary  of  the  National  Tax  Conference,  so  I  now  find  myself 
acting  as  permanent  chairman  of  this  conference,  which  I  trust 
will  not  be  embarrassing  to  you,  and  this  likewise  applies  to  W.  G. 
Query,  secretary. 

It  has  been  the  practice  of  past  conferences  to  adopt  rules  of 
procedure.  These  rules  have  followed  those  suggested  by  the 
National  Tax  Association,  and  I  am  going  to  ask  the  secretary  to 
read  the  rules  adopted  and  approved  by  the  last  tax  conference. 
Mr.  Secretary,  will  you  read  those  rules,  please. 

Secretary  Query:  Rules  of  procedure:  The  provisions  of  the 
Certificate  of  Incorporation  and  By-Laws  of  the  National  Tax 
Association  shall  govern  the  conduct  of  this  conference  generally, 
and  these  rules  of  procedure  shall  be  considered  supplemental  to 
and  subject  to  interpretation  by  such  provisions. 

The  usual  rules  of  parliamentary  procedure  shall  control.  Each 
speaker  shall  be  limited  to  twenty  minutes  for  the  presentation  of  a 

(1) 
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formal  paper.  He  shall  be  warned  two  minutes  before  the  expira- 
tion of  such  period.  The  time  of  such  speaker  may  be  extended 
by  unanimous  consent  of  those  present. 

In  general  discussion  each  speaker  shall  be  limited  to  seven  min- 
utes, and  such  time  shall  not  be  extended.  No  person  shall  speak 
more  than  once  during  the  same  period  of  discussion  until  others 
desiring  to  speak  have  been  given  opportunity  to  do  so. 

Voting  Power. — The  voting  power  in  this  conference,  upon  any 
question  involving  an  expression  of  the  opinion  of  the  conference 
upon  a  question  of  taxation  or  public  finance  of  general  public 
interest  shall  be  vested  in  the  delegates  in  attendance,  appointed  bv 
the  governor  or  other  chief  executive  of  a  state.  In  voting  upon 
such  questions  each  state  shall  have  one  vote,  and  in  case  of  a 
division  among  the  delegates  therefrom  the  votes  shall  be  divided 
so  as  to  give  proportional  weight,  by  approximate  fractions,  to  the 
opinions  of  the  respective  delegation. 

If  the  result  of  such  vote  shall  not  reflect  substantial  unanimity 
on  the  subject  in  question,  no  publication  thereof  shall  be  made, 
and  it  shall  not  be  considered  as  expressive  of  the  opinion  of  the 
conference.  Such  unanimity  shall  be  deemed  expressed  by  a  four- 
fifths  vote. 

Voting  by  proxy  shall  not  be  allowed.  On  all  questions  other  than 
those  involving  an  official  expression  of  the  opinion  of  the  confer- 
ence the  voting  shall  be  by  all  in  attendance. 

The  receipt  of  reports  made  to  this  conference  by  committees  of 
the  National  Tax  Association  shall  not  be  considered  as  expressing 
the  opinion  of  the  conference  on  the  subject  treated. 

Committees. — The  following  committees  shall  be  appointed:  (A) 
A  committee  of  three  on  credentials,  to  be  appointed  by  the  chair- 
man, who  shall  designate  the  chairman  of  such  committee.  (B)  A 
committee  on  resolutions,  composed  of  the  chairman,  to  be  ap- 
pointed by  the  chairman  of  the  conference,  and  one  person  from 
each  state.  The  chairman  of  this  committee  shall  appoint  its  secre- 
tary and  arrange  for  its  organization. 

Resolutions. — All  resolutions  involving  an  expression  of  opinion 
of  the  conference  shall  be  read  to  the  conference  before  submission 
to  the  committee,  and  shall  be  immediately  referred  without  debate. 

Definition. — The  word  "  state  "  as  used  in  these  rules  shall  com- 
prise state,  territory.  District  of  Columbia,  an  insular  or  other 
possession  of  the  United  States  or  a  place  over  which  the  United 
States  exercises  extra-territorial  jurisdiction,  and  a  Canadian 
province. 

Chairman  Smith  :  You  have  heard  the  rules  as  read  by  the 
secretary;  what  is  your  pleasure? 


ADDRESS  OF  WELCOME  3 

Franklin  S.  Edmonds  (Pennsylvania)  :  I  move  the  rules  be 
adopted  as  the  rules  of  this  conference. 

(Motion  duly  seconded.) 

Chairman  Smith  :  Moved  and  seconded  that  the  rules  as  read 
be  the  rules  governing  this  conference. 

(Ayes  and  noes.) 

Chairman  Smith  :  The  rules  are  adopted.  Southern  hospitality 
is  a  by-word.  Many  of  you  who  have  heretofore  enjoyed  it  know 
it  as  a  reality.  Those  of  us  who  are  here  for  the  first  time  were 
immediately  captivated  by  it. 

We  are  extremely  honored  this  evening  by  having  as  our  guest 
His  Excellency  Richard  B.  Russell,  Jr.,  Governor  of  Georgia,  whom 
I  now  take  pleasure  in  introducing. 

Governor  R.  B.  Russell,  Jr.  (Georgia)  :  Mr.  Chairman,  Ladies 
and  Gentlemen :  This  is  a  very  happy  privilege  to  be  permitted,  in 
behalf  of  the  Commonwealth  of  Georgia,  to  extend  to  you  a  hearty 
welcome  and  greetings  on  the  occasion  of  this,  the  Twenty-fourth 
National  Tax  Conference.  We  are  very  happy  to  have  you  here  in 
Georgia.  We  hope  and  believe  that  you  will  find  the  hospitality 
that  has  been  referred  to  by  the  chairman  of  this  meeting.  If  any- 
thing is  wanting  or  lacking  to  make  your  enjoyment  of  this  con- 
ference complete,  it  will  be  because  we  do  not  have  it  to  offer 
within  the  state.  We  will  be  very  much  like  a  friend  of  mine  down 
in  the  country  who  bought  a  cow  from  a  neighbor.  He  bought  the 
cow  recommended  as  being  a  most  excellent  animal.  The  man  who 
sold  it  to  him  stressed  what  a  good  cow  it  was.  The  man  who 
purchased  the  cow  took  the  cow  home  and  kept  it  for  several  days, 
and  the  cow  did  not  give  any  milk.  He  thought  perhaps  it  was  not 
accustomed  to  its  environment,  kept  it  a  few  days  longer,  and  tried 
several  different  kinds  of  food,  all  with  the  same  results,  still  the 
cow  did  not  give  any  milk.  He  took  it  back  to  the  man  that  he 
bought  it  from  and  said,  "  Here  is  this  cow  you  sold  me ;  you  told 
me  this  was  a  good  cow."  The  man  said,  "  What  about  it  ?"  My 
friend  said,  "  Well,  I  tried  this  cow  in  every  way,  I  fed  it  every 
kind  of  feed  that  is  known,  and  she  does  not  give  any  milk."  The 
man  who  sold  it  said,  "  Well,  I  haven't  got  anything  to  take  back. 
That  is  a  good  cow,  and  I  am  sure  if  she  did  have  any  milk  she 
would  give  it  to  you." 

Just  at  the  present  time  when  we  in  the  South  are  combating 
five-cent  cotton,  and  the  depression  that  is  incident  thereto,  and 
which  is  prevalent  throughout  the  nation,  it  may  be  that  the  hos- 
pitality will  not  measure  up  to  the  standard  of  twenty-cent  cotton, 
but  the  intention  is  there  nevertheless.. 


4  NATIONAL  TAX  ASSOCIATION" 

We  are  living  in  a  civilization  that  is  changing  faster  than  ever 
before  in  the  history  of  the  world.  Government  is  being  com- 
pelled to  adjust  itself  to  new  conditions.  The  people  generally  are 
demanding  things  of  government  that  would  never  have  been  even 
dreamed  of  a  few  years  ago.  We  have  our  drainage  districts,  our 
local  school  districts,  our  municipalities,  our  counties  and  our  state 
and  national  governments;  and  the  greatest  problem  that  confront? 
each  and  every  subdivision  is  that  of  taxation.  It  has  become  one 
of  the  finest  and  highest  sciences  known  to  mankind.  It  is  the  most 
important  function  of  government.  Those  who  control  the  tax 
affairs  of  the  state  or  nation  are  the  key  men  of  the  government, 
because  they  are  the  heart  that  pumps  the  necessary  lifeblood  of 
revenue  to  the  other  departments  and  agencies  and  activities  of  the 
nation.  For  this  reason  it  is  most  important  that  the  combined 
thought  of  the  entire  nation  be  assembled  to  consider  very  grave 
problems  that  confront  us. 

Old  ideas  and  standards  of  taxation  have  broken  down.  We  are 
being  compelled  to  find  new  fields  of  revenue  and  new  methods  of 
collection.  This  is  of  paramount  importance.  We  in  Georgia  have 
experienced  innumerable  difficulties,  and  I  do  not  suppose  that  we 
are  by  ourselves.  From  what  I  knowT  of  our  neighboring  states,  it 
is  more  or  less  general  throughout  the  entire  nation;  and  only 
through  such  gatherings  as  this  can  a  systematized  and  standard- 
ized system  of  taxation  be  effectuated  throughout  the  entire  nation, 
one  that  will  bear  equally  on  all  classes  of  business  and  classes  of 
citizens. 

Of  course,  the  only  kind  of  fair  taxation  is  that  which  is  paid 
by  the  other  fellow !  There  is  no  fair  tax  that  we  as  individuals 
have  to  pay.  We  have  experienced  that  in  Georgia;  and  only  by 
blinding  ourselves  and  closing  our  ears  to  those  who  are  seeking 
to  escape  any  burden  of  taxation  can  we  hope  to  adjust  the  tax 
systems  of  the  state. 

I  do  not  feel  that  any  gathering  within  the  city  of  Atlanta  and 
the  State  of  Georgia  will  be  more  beneficial  to  our  citizens  than 
the  one  that  is  meeting  here  this  evening.  We  hope  and  trust  that 
you  will  enjoy  your  stay  in  Georgia  and  in  Atlanta,  and  that  this 
meeting  will  be  productive  of  great  good,  not  only  to  you  but  to 
us ;  and  we  are  most  happy  indeed  to  have  you  here  with  us  at  this 
conference. 

Chairman  Smith  :  Governor,  we  are  deeply  appreciative  of 
your  hearty  welcome.  It  is  now  my  pleasure  and  honor  to  intro- 
duce Mr.  G.  E.  Millican,  Mayor  pro  tan.,  who  will  welcome  the 
members  of  the  conference  to  this  city.  Mayor  Key  unavoidably 
could  not  be  here  this  evening,  and  Mr.  Millican  will  take  his 
place — Mr.  Millican. 
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G.  E.  Millican,  Mayor  pro  tern,  of  Atlanta:  Mr.  Chairman, 
Ladies  and  Gentlemen:  On  behalf  of  the  city  of  Atlanta  it  is  a 
distinct  pleasure  and  a  privilege  for  me  to  welcome  the  National 
Tax  Conference  to  our  city.  We  feel  very  proud  that  such  an 
organization  as  this  has  selected  our  city  to  hold  its  annual  gather- 
ing, and  we  only  hope  and  trust  that  your  stay  in  our  city  will  be 
to  you  such  a  blessing  and  such  a  privilege  that  you  will  come  back 
to  us  any  time  that  you  possibly  can. 

My  study  of  government  has  been  very  limited — only  to  cities — 
for  the  past  few  years,  but  I  realize  that  taxation  is  of  prime  in- 
terest and  the  greatest  need  in  our  government  today ;  and  particu- 
larly there  is  the  greatest  need  toward  curbing  the  ever-increasing 
taxes  which  are  mounting  on  the  taxpayers  of  this  country,  in  all 
departments  and  in  all  cities,  states  and  in  our  nation.  I  know  that 
is  true  in  our  own  city  and  I  know  it  is  practically  the  same  every- 
where. Expenditures  are  running  far  in  excess  of  receipts,  and  the 
expenditures  are  running  on  that  basis  because  politicians  anticipate 
from  taxes  revenues  that  they  know  they  are  not  going  to  get. 
We  have  that  condition  in  our  city,  and  it  is  the  same  everywhere; 
and  such  associations  as  this,  through  getting  the  sympathy  of  the 
taxpayers,  can  do  a  great  good  by  working  and  trying  to  educate 
the  people  to  put  into  office  proper  representatives  and  put  into 
effect  such  reforms  as  will  permit  our  cities  and  states  to  spend 
only  the  receipts  they  actually  get  and  the  amounts  they  know  they 
are  going  to  get.  I  am  afraid — and  I  happen  to  be  one  of  them — 
that  the  majority  of  politicians  has  two  platforms  to  go  before  the 
people  on,  one  to  go  before  the  taxpayers  as  a  whole,  to  tell  them 
we  are  going  to  give  them  more  improvements  and  less  taxes ;  and 
the  next  time  they  go  to  the  city  employees  and  the  state  employees 
and  give  them  more  pay  and  less  work. 

I  am  sure  that  this  Association  can  do  a  great  deal  of  good,  and 
it  is  a  great  pleasure  and  a  privilege  to  welcome  you  to  Atlanta. 

Several  months  ago  it  was  my  pleasure  to  welcome  another  con- 
vention to  this  city,  and  in  closing  I  mentioned  that  in  addition  to 
being  the  Mayor  pro  tern.  I  was  also  a  member  of  the  police  com- 
mittee of  this  city,  and  told  them  that  we  wanted  to  turn  over  the 
city  to  them  and  if  any  one  of  them  got  in  trouble  to  please  get  in 
touch  with  me,  and  I  would  see  if  I  could  help  him  out.  It  seems 
#at  least  seven  members  of  that  convention  took  me  at  my  word, 
and  between  midnight  and  early  in  the  morning  those  seven  called 
me,  saying  that  they  had  fallen  into  the  hands  of  the  law.  I  am 
sure  this  convention  will  be  entirely  different,  but  I  do  want  to  say, 
in  behalf  of  the  city  of  Atlanta,  that  we  welcome  you,  and  if 
during*  your  stay  in  this  city,  the  office  of  Mayor  of  the  city  of 
Atlanta  can  be  of  any  service  to  you,  if  you  will  only  call  on  us  it 
will  be  a  pleasure  for  us  to  serve  you.     I  thank  you. 


NATIONAL   l  \\    ASSOCIATION 

Chairman   Smith:  <  »n  behalf  of  this  ecu:  I   desire  to 

thank  you  for  your  kind  welcome.     Such  friendly  greetings  as  we 

have  just  listened  to  should  be  appropriately  responded  to.    I  am 

Mr.  Henry  F.  Long  of  Massachusetts  to  say  a  few 

words  in  i  to  the  addi  velcome. 

,;v  F.  I."  :  your  Excellency,  Your  I! 

and   Mr.  and   Gentlemen   of   the   National    : 

[t  is  a  very  great  pleasure,  of  course,  to  be  selected 

d  on  behalf  of  the  National  Tax  Conference 

lendid  welcome  of  His  Excellency  and  the  M  the 

city  of  Atlanta.     1  don't  want  the  Mayor  of  Atlanta  to  feel  that 

who  wanted  to  know   his  telephone  number  or  address  were 

representing  the  tax  administrator,  we  furnish 

the  revenue  by  which  the  police  department  functions,  and  because 

of  that  it  is  always  closed  season  on  tax  administrators. 

I  am  very  much  impressed  in  coming  to  Georgia  with  the  similar- 
ity between  the  Commonwealth  of  Massachusetts  and  this  common- 
wealth. We  were  together  as  one  or  two  of  the  original  thirteen 
state-.  We  have  a  shore  line  which  is  as  delightful  as  any  along 
the  Atlantic  seaboard.  We  sent  out  from  those  seaports,  very  early 
in  the  history  of  this  country,  men  who  were  very  vigorous  and 
who  contributed  very  largely  to  the  success  of  the  Union  and  to 
the  development  of  the  United  State-.  1  was  also  impressed  by  the 
similarity  of  our  states  with  r<  plains  and  mountains  and 

rivers  and  fertile  lands.  We  do  not  raise  cotton  but  we  take  the 
cotton  that  Georgia  has  raised,  and  we  have  for  many  years  spun 
it  into  cloth  that  is  1  ■  1  all   over  the   world.     We  find   in 

looking  in  the  shop  windows  of  the  city  of  Atlanta  that  man; 
the   things   which   Georgia  is   doing   today  are   things   that   we   in 
have  been  doing  also  for  many  years. 
We  look  sometimes  with  pride  at  the  settlement  of  Massacll 
and   then   discover  much   to   our   dismay   that   the   things   that   we 
thought    were    early    done    were    done    some    years    previously    in 
Geo-  mentS    along   the   coast    and   developments   that    we 

thought  were  perhaps  more  or  less  new  with  us  in  our  Puritan  and 
Pilgrim  devi  were  perhaps  but  copies  of  what  had  been 

done  in  Georgia  some  yea  It  was  quite  a  shock  to  me 

go  to  discover  that  the  museum  in  Salem,  which  we 
had  always  supposed  to  be  the  oldest  in  the  country,  was  only 
second.  ..  South  Carolina,  had  a  museum  older 

than  it:  and  I  link  South  Carolina  with  '  nnection 

a  ere   COUpled   largely    with    the   early   development 
of  tbi-  nation. 

another    similarity    too    between    Massachusetts    and 
and  that  is  that  we  also  have  had  governors  by  the  name 
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of  Russell,  and  they  were  young,  and  they  were  very  vigorous,  and 
they  brought  great  credit  to  Massachusetts,  as  Governor  Russell  is 
bringing  credit  to  Georgia.  Massachusetts  is  not  unmindful  of  the 
very  many  sterling  people  that  have  been  given  to  the  nation;  and 
there  is  a  similarity  of  names — even  the  name  of  Millican  is  not 
unknown  in  our  northern  states — and  sometimes  I  think  that  we 
may  be  closer  in  relationship  than  we  think,  at  least  our  develop- 
ments have  been  very  much  along  the  same  lines ;  and  the  character 
of  our  citizenship,  I  think,  has  been  one  that  always  could  be  looked 
to  in  times  of  stress  and  trouble. 

It  seems  to  me  that  Georgia  is  handling  the  depression  situation, 
which  is  facing  every  state  in  the  Union,  with  a  degree  of  intelli- 
gence that  we  of  Massachusetts  and  the  North  can  be  greatly 
proud  of. 

I  would  like  to  tell  you  a  little  more  about  the  things  that  I 
think  Massachusetts  and  Georgia  both  can  be  proud  of,  without  in 
any  way  bowing  and  taking  a  step  down  from  the  pedestal  on 
which  they  feel  they  have  a  right  to  stand.  I  do  want  to  say  a 
few  things  to  the  Mayor  and  His  Excellency  the  Governor,  in 
respect  to  the  National  Tax  Association,  and  I  may  be  treading  on 
some  of  the  territory  of  the  president  of  this  association. 

Strangely  enough,  I  have  discovered  as  I  have  gone  about  the 
country  in  attendance  at  these  National  Tax  Conferences  that  many 
who  have  attended  for  the  first  time  had  the  feeling  that  their 
problems  in  respect  to  the  raising  of  revenue  were  going  to  be 
solved.  They  seem  to  think  that  the  problem,  which  is  confined  as 
they  see  it  to  their  own  state,  has  been  successfully  solved  in  some 
other  state,  and  that  revenue  flows  with  the  freedom  of  rain  from 
Heaven,  so  that  those  who  want  to  spend  money  for  roads,  fire 
and  police  departments  can  continue  to  spend  and  get  the  plaudits 
of  the  crowd,  and  even  perpetuate  their  memory.  Unfortunately 
we  have  discovered  no  such  successful  way  of  raising  revenue. 

The  National  Tax  Association  for  the  twenty-four  or  twenty-five 
years  it  has  been  in  existence,  I  think,  largely  owes  its  success  to 
the  fact  that  there  is  no  attempt  to  set  down  anything  that  should 
be  done  for  the  raising  of  revenue  in  any  state.  It  is  true  that  we 
all  in  the  United  States  are  very  similarly  situated;  we  all  think 
not  unlike;  and  yet  we  have  our  own  different  customs.  Our  pro- 
nunciation of  words  and  our  manner  of  living  is  different,  even 
though  we  have  but  atmospheric  lines  that  separate  the  states.  We 
have  a  unique  way  of  wanting  the  one  thing — good  government — 
and  as  cheaply  as  we  can  have  it.  Now,  it  seems  to  me  that  one 
of  the  things  that  we  can  feel  the  most  pride  in  is  the  fact  that 
the  National  Tax  Association,  dealing  with  a  highly  controversial 
subject,  has  through  all  these  years  continued  to  draw  to  its  meet- 
ings an  increasingly  larger  attendance  of  those  who  are  willing  to 
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a  week  to  the  consideration  of  the  problems  which  are  com- 
mon to  us  all.  without  any  attempt  at  all  at  solving  the  problem 
forever. 

Now.  the  National  Tax  Association  is  made  up  in  largi 
tax  administrators,  of  which  1  happen  to  be  one.     It  is  made  up  in 

part  of  pi  of  economy  from  our  various  univei 

it   is  made  up  in  pari   of  persons   who   have  other  various  contacts 

with  tax  officials,  and  perhaps  of  college  professors  who  become 
interested  in  the  subject  of  taxation.  Now,  those  groups  of  people, 
with  widely  divergent  ideas,  gather  together  in  these  conferences 

each  year,  and  it  is  not  at  all  strange  that  we  find  in  making  Up 
the  programs  that  there  is  no  dearth  of  subjects,  because  each  year 
there  are  developed  certain  idea-  in  taxation  which  have  to  he  more 
or  less  considered  in  these  National  Tax  Conference-.  Sometimes 
I  think  if  we  did  not  have  these  conference-  the  -tates  of  the 
Union,  through  their  tax  administrators  or  t\  -n  through  the  help 
of  the  economists  of  the  colleges,  who  are  frequently  called  in  on 
tax  problems,  would  be  going  off  on  tangents,  which  would  have 
a  had  effect  on  their  commerce  relation-  with  the  other 
The  fact  that  we  perhaps  get  together  and  blow  off  -team  and  ex- 
change idea-  i-  an  extremely  helpful  thing  for  all  of  the  states. 
How  frequently  it  is  that  we  find  that  what  we  think  is  a  new- 
idea  ha-  been  tried  out  in  other  >tate>.  perhaps  in  a  little  different 
manner  than  what  we  had.  that  it  may  have  been  tried  out  perhaps 
under  a  little  different  cloak  of  protection,  hut  underneath  it  all 
wa-  the  -ante  that  we  had  had.  Now.  all  of  these  conferences 
come  to  practically  the  same  conclusion,  that  we  have  gained  some- 
thing by  rubbing  shoulders  with  our  fellow  administrators,  with  the 
professors,  who  perhaps  we  sometimes  call  theorists  hut  who.  after 
all.  give  us  the  very  best  out  of  which  we  can  draw  in  the  practical 
administration  of  our  tax  law-,  and  we  come  hack  always  with  the 
thought  that   we  have  gained  a  g 1  deal   by  meeting  thos 

administrators   and    seeing  those   thing-   in   taxation    in   other 

Sometimes  ick — and  this  is  true  of  all  of  us  in  i 

of  the  Union — we  are  rather  well  satisfied  with  the  system  w< 

in  our  own  state;  we  go  hack  with  the  idea  that   we  can  imp: 
in  certain  of   it-  parts;  hut   we  go  hack  always,  at   lea-t    I   do.   with 
the   thought   that    the   big   thing   in   tax   law-   is   the    fact    that    there 
should  he  a  good  deal  of  limherne--.  looseness  in   the  joint-  ■ 

m   machinery  ;   and    we    feel   perhaps   a   little   pride   in   the 
thought,  a-  administrators,  that  v  ting  t"  hi-  able  to  work- 

out  the  real   tax  problem  a   little  better  than   the  legislator   who 

undertake-    to    lay    down    h\    hard-and- fa^t    rules    things    that    may 
work  on  the  conception  of  the  thing  as  he  -ee-  it,  hut   which  i-  not 
enough   in   it-   joint-  to   work   on   the   vast   bod)    of  the  things 
hi-   d>"  e,    which    come   dailj     under    the    i\e   of    the    lax    ad- 

min 
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Now  we  find,  I  think,  pretty  generally,  that  these  conferences  are 
sometimes  misunderstood  at  the  beginning.  Many  come  thinking 
that  we  are  here  for  the  purpose  of  discovering  some  new  way  of 
getting  taxes  out  of  people.  Taxes  do  not  grow  out  of  people. 
Taxes  become  necessary  because  the  people  through  their  represen- 
tatives, in  any  form  of  government  that  has  anything  to  do  with 
the  appropriation  of  money,  have  decided  to  spend  money  for  some 
given  object.  It  is  the  duty  of  the  legislator  to  undertake  to  find 
some  machinery  of  law  which  will  work  out  that  revenue  with  the 
least  hardship,  not  only  upon  the  individual  but  upon  the  property 
which  he  handles  and  upon  the  commerce  which  that  property  if 
properly  handled  would  bring  to  that  community;  and  it  comes  to 
the  tax  administrator  to  work  that  out  so  that  as  few  as  is  possible 
of  the  taxpayers  will  be  disturbed  by  the  operation  of  that  law. 

Xow.  this  twenty-fourth  conference  has  recognized  again — and  it 
must  not  be  thought  that  we  have  not  recognized  it  many  times 
before— it  has  been  in  the  thoughts  of  many,  and  I  know  of  no 
class  that  has  recognized  it  as  much  as  tax  administrators — that 
there  is  too  great  an  expenditure  of  money  on  the  part  of  govern- 
ment which  is  misdirected.  There  has  been  altogether  too  much 
of  a  willing-ear  listening  to  that  body  which  may  be  small  but  very 
enthusiastic  in  their  consideration  in  regard  to  all  these  things 
which  we  call  humanitarian  measures,  which  have  been  done  for 
the  benefit  of  the  people,  and  which  have  led  us  into  costs  which 
have  become  imbedded  in  government.  Xow,  this  twenty-fourth 
conference  is  going  to  be  largely  directed  to  a  consideration  of  the 
things  which  make  for  taxes  and  then  in  consideration  of  the  things 
which  we  think  now  are  proper  to  discuss  in  respect  to  how  those 
taxes  should  be  raised,  by  some  form  of  taxation  which  may  be 
fitted  to  a  given  state.  But,  let  any  one  who  has  come  here  with 
the  thought  that  his  problem  of  taxation  is  going  to  be  solved, 
immediately  clear  his  mind  of  that  thought  and  leave  his  mind  open 
to  the  reception  of  ideas,  which  will  have  to  be  applied  by  himself 
in  his  state  in  order  to  bring  the  best  results. 

Xow,  I  know  I  bespeak  what  is  on  the  lips  of  you  all  when  I  say 
to  His  Excellency  The  Governor  and  to  His  Honor  The  Mayor 
pro  ton.  of  the  city  of  Atlanta  that  we  of  the  National  Tax  Con- 
ference appreciate  keenly  this  warm  welcome  that  has  been  given 
to  us.  We  agree  to  leave  Atlanta  without  taking  any  of  its  valu- 
able things  away  with  us  other  than  the  most  valuable  of  all  things, 
namely  the  very  personal,  friendly  and  cordial  relationship  which 
we  know  we  are  going  to  have  during  this  year. 

Mr.  Governor  and  Mr.  Mayor,  we  thank  you  most  heartily. 

Chairman  Smith  :  We  have  among  the  delegates  to  this  con- 
ference a  gentleman  who  has  come  a  long  distance  to  be  present. 
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I  refer  to  Doctor  Milbank  Johnson  of  California.  Will  Doctor 
Johnson  favor  the  conference  with  a  few  remarks  in  response  to 
the  address  of  welcome? 

Milbank  Johnson  (California):  Mr.  Chairman,  Ladies  and 
Gentlemen:  As  those  who  have  made  the  addresses  of  welcome 
have  departed,  I  feel  a  little  bit  freer  possibly  to  express  my  own 
opinion.  Of  course,  we  are  all  glad  to  be  here  and  we  appreciate 
the  welcome  that  has  been  extended.  My  friend  from  Massachu- 
setts represents  the  tax  administrator.  I  am  the  simple  taxpayer, 
and  I  am  proud  to  say  that  of  the  many  conferences  that  I  have 
attended,  a  larger  place  has  been  given  in  this  conference  than  in 
any  other  that  I  know  of  to  the  very  important  question  of  control 
of  governmental  expenditures. 

I  have  always  felt  that  there  were  two  sides  to  the  tax  question, 
one  to  get  the  money  to  spend,  and  the  other  was  to  spend  it 
wisely.  Today  I  bring  to  you  the  voice  of  the  taxpayer,  which  1 
have  heard  from  the  great  distance  of  California,  clear  across  the 
continent,  wailing  and  pleading  with  the  tax  spenders,  legislators 
and  others,  not  to  spend  so  much  money.  You  may  in  your  de- 
liberations decide  upon  equitable  ways  of  raising  funds  for  govern- 
mental expenditures,  and  many  of  the  things  may  be  necessary  as  a 
result  of  mandates  from  your  legislatures,  but  I  can  assure  you  that 
there  is  rising  in  this  country,  and  it  is  coming  fast,  like  a  tidal 
wave,  a  demand  from  the  taxpayer  that  government  expend  less 
money.  I  would  suggest  that  governmental  administrators  begin 
a  plan  pretty  quickly  to  get  along  with  less  money,  because  I 
prophesy  that  you  will  get  less  money.  The  people  do  not  have 
it  to  give  you.  I  am,  therefore,  more  than  pleased  that  this  con- 
ference is  devoting  such  a  large  part  of  its  program  to  the  control 
of  governmental  expenditures.  Now,  from  that  very  title  one 
might  assume  that  the  public  official  was  the  man  who  had  to  be 
controlled;  and  I  hope  if  there  are  any  reporters  present  here  that 
they  will  tell  the  people  of  Georgia  and  the  other  states  that  the 
principal  persons  or  people  to  be  controlled  are  the  taxpayers,  be- 
cause it  is  the  demand  of  the  people,  the  different  groups  of  people, 
and  not  the  officials,  which  has  brought  about  this  excessive  gov- 
ernmental expenditure.  And,  I  want  to  say  to  the  tax  adminis- 
trators here  that  the  taxpayers  are  here  also,  and  some  of  us  who 
have  been  thinking  upon  these  subjects  very  deeply  feel  that  we 
want  to  work  with  you,  and  we  want  to  assist  you  in  every  way  to 
control  the  people  in  their  demands  upon  government  and  in  that 
way  control  governmental  expenditure. 

I  want  to  thank  the  Governor  and  the  Mayor  of  this  city  for 
the  welcome  which  they  have  given  us. 

Vs  1  drove  out  to  that  wonderful  Stone  Mountain  this  morning 
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and  I  saw  the  effort  of  the  people  of  Georgia  to  carve  upon  those 
walls  of  stone  that  memorable  history  which  was  made  by  Lee  and 
others,  I  could  not  help  but  realize  that  they  are  trying  their  best 
to  perpetuate  the  memory  of  those  brave  men. 

I  am  a  Calif ornian  by  adoption,  a  Texan  by  birth;  I  am  a 
Southerner,  and  no  matter  how  far  I  go  or  where  I  happen  to  land, 
I  am  always  proud  of  that  southern  hospitality.  In  the  South,  in 
the  log  cabins,  in  the  negro  quarters,  and,  as  we  used  to  call  it  in 
the  early  days,  the  freedman  town,  there  was  just  as  fine  a  hos- 
pitality as  I  have  ever  received  in  a  palace  or  building  of  state; 
and  the  hospitality  that  we  are  getting  in  Georgia  today  is  the 
same  old  southern  hospitality.  It  is  all  yours,  and  I  want  to  thank 
the  Georgians  for  it. 

Chairman  Smith  :  I  know  this  conference  will  be  glad  to  hear 
from  Mr.  Philip  Zoercher  of  Indiana.  I  am  going  to  ask  him  to 
respond  to  the  welcome. 

Philip  Zoercher  (Indiana)  :  Mr.  Chairman,  Ladies  and  Gentle- 
men: Coming  from  one  of  the  central  states,  the  State  of  Indiana, 
I  want  to  express  my  appreciation  of  the  hearty  welcome  extended 
by  the  Governor  and  by  His  Honor  the  Mayor,  and  to  say  that  we 
certainly  appreciate  being  in  this  southern  city. 

Southern  hospitality  is  not  so  new  in  my  own  life,  because  when, 
way  back  there  in  1892,  I  chose  for  myself  a  life  companion.  I  was 
fortunate  enough  to  get  a  girl  that  was  born  right  over  here  in  a 
neighboring  state,  and  I  have  never  regretted  it,  and  I  have  appre- 
ciated these  many  years  that  good  wholesome  southern  blood  that 
she  brought  into  my  own  household. 

But,  this  meeting  here  is  a  meeting  of  tax  men,  those  who  are 
interested  in  taxation,  those  who  come  from  the  colleges,  and  those 
who  are  the  tax  administrators,  and  certainly  it  gives  me  extreme 
pleasure,  as  some  of  you  who  have  been  at  former  meetings  will 
remember,  that  on  two  different  occasions  it  was  my  privilege  to  be 
on  the  program  and  have  assigned  for  my  subject  the  question  of 
controlling  public  expenditures;  and  when  I  looked  over  the  pro- 
gram today  I  was  certainly  glad  to  see  that  in  this  conference  the 
greatest  part  of  the  time  is  going  to  be  devoted  to  that  subject. 

It  was  Indiana  that  led  the  way  and  was  the  first  state  in  the 
Union  that  had  a  State  Board  of  Tax  Commissioners ;  she  led  the 
way  there,  and  I  think  she  also  led  the  way  on  the  question  of 
controlling  public  expenditures;  because  the  question  of  taxation 
will  never  be  solved  until  you  also  solve  with  it  the  question  of 
public  expenditures.  When  a  bond  issue  is  proposed  for  $712,000.00 
and  by  the  aid  and  assistance  of  the  State  Board  of  Tax  Commis- 
sioners can  be  reduced  to  $492,000.00,  saving  thereby  $220,000.00, 
some  good  has  been  accomplished,  and  that  is  a  small  part  of  the 
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work  that  has  been  done  in  the  State  of  Indiana.  I  want  to  predict 
now.  Mr.  Chairman,  that  this  meeting  with  this  program  that  you 
have  before  you  will  blaze  the  way  and  be  the  outstanding  work 
that  has  ever  been  done  by  the  National  Tax  Association  through- 
out the  conferences  that  have  been  held.  I  want  to  say  to  the 
students  of  taxation  that  if  you  will  take  the  volumes  of  the  pro- 
ceedings that  have  been  held  in  the  last  twenty-four  years,  take 
them  one  after  another  and  refer  to  the  index  of  these  volumes, 
you  will  find  almost  every  phase  of  taxation  discussed  there.  But. 
as  said  by  my  two  colleagues  preceding  me.  after  all,  new  taxation 
and  more  money  to  spend  should  not  be  the  problem,  but  the  effort 
should  be  to  see  whether  we  can  spend  less;  and  I  believe  that  will 
be  the  real  problem  of  this  conference.     I  thank  you. 

May  I  just  make  one  announcement.  You  remember  at  the 
session  of  the  Legislature  in  Indiana  in  1929  there  was  passed  what 
was  known  as  the  Chain  Store  Bill.  That  was  taken  into  the 
Federal  Court  and  then  to  the  Supreme  Court  of  the  United  States. 
The  Supreme  Court  by  divided  opinion,  five  to  four,  upheld  the 
law.  A  motion  for  reconsideration  was  filed,  and  the  Supreme 
Court  today  passed  on  this,  and  I  have  this  telegram  from  the 
Attorney  General  of  the  State  of  Indiana  to  Mr.  Showalter,  the 
chairman  of  our  commission,  and  this  is  what  it  says  : 

"  United  States  Supreme  Court  again  upheld  the  Chain  Store 
law.     This  helps.     Congratulations." 

l"u airman  Smith  :  This  conference  would  be  incomplete  if  we 
did  not  hear  a  few  words  from  Jack  White,  of  the  Province  of 
Ontario.     I  was  looking  for  him  before,  but  I  see  him  right  down 

here  now. 

J.  T.  White  (Ontario)  :  Mr.  Chairman,  this  is  an  unexpected 
pleasure,  but  nevertheless  a  great  deal  of  a  pleasure  for  me  to 
convey  to  His  Excellency,  the  Governor,  in  his  absence,  and  to 
lli-  Honor,  the  Mayor  of  the  city  of  Atlanta,  the  appreciation  of 
at  least  the  Canadian  guests  for  the  very  warm  welcome  which  we 
have  received  in  this  state.  I  noticed  that  early  this  morning, 
shortly  after  the  sun  came  up.  it  was  getting  very  warm,  and  it 
has  continued,  and  we  are  not  likely  to  be  disappointed  during  our 
stay  here. 

It  was  with  very  great  pleasure  I  noted  the  kindly  feeling  of  the 
people  of  Georgia  in  having  a  flag  on  that  side.  Henry  Long 
looked  very  much  at  home  standing  in  the  shelter  of  the  folds  of 
the  Union  Jack,  and  I  feel  equally  comfortable  and  at  home  on  this 
side,      i  Mr.  White  was  standing  beside  Old  Glory.) 

We  in  Canada  have  very  much  in  common  with  the  people  of  the 
South.     If  you  look  at  a  map  of  the  country  you  will  find  that 
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Canada  occupies  the  northern  part  of  this  continent  and  the  south- 
ern states  the  southern  part  of  this  North  American  continent. 
We  are  sort  of  in  the  position  of  a  sandwich.  We  have  the  Yankees 
in  between  us.  We  are  the  bread  on  top,  and  you  are  the  bread 
below,  and  what  is  in  between  is  a  matter  of  guess-work,  usually; 
but  that  is  what  gives  the  name  to  the  sandwich.  If  it  happens  to 
be  ham,  it  is  ham;  if  it  happens  to  be  egg,  it  is  an  egg  sandwich; 
if  it  happens  to  be  onion,  it  is  an  onion  sandwich;  so  the  Yankees 
go  to  make  up  a  very  important  part  of  this  sandwich  and  take  all 
the  credit. 

I  would  like  to  discuss  just  one  item  of  taxation  that  occurred 
to  me  today.  In  considering  the  discount  on  foreign  money,  my 
first  welcome  to  Yankee-land  was  to  find  that  my  good  Canadian 
dollar  was  somewhat  under  par.  Now,  that  has  its  reaction,  and  a 
very  serious  reaction,  because  if  a  Canadian  dealer  wishes  to  put 
in  a  line  of  one-thousand-dollar  automobiles  manufactured  in  De- 
troit, with  the  Canadian  dollar  at  a  discount  of  ten  per  cent  between 
banks,  which  means  it  is  about  twenty  per  cent  between  customers — 
buyer  and  seller — the  dealer  has  to  pay  $1200.00  for  the  car  which 
formerly  he  paid  a  thousand  dollars  for;  then  he  pays  duty,  not  on 
the  one  thousand  dollars,  but  he  pays  duty  on  the  twelve  hundred 
dollars,  and  then  if  he  figures  on  an  additional  price  of  forty  per 
cent  to  cover  his  overhead  and  his  profit,  you  will  see  that  with 
$200.00  added  for  exchange,  and  then  paying  twenty-five  per  cent 
duty  on  top  of  that,  you  run  the  price  of  a  thousand-dollar  car  up 
to  $1400.00,  and  then  you  put  the  forty  per  cent  on  top  of  that, 
and  the  car  is  sold  for  about  $2100.00,  where,  before  your  exchange 
rate  went  down,  you  could  have  sold  the  car  for  $1560.00.  That  is 
the  effect  the  exchange  rate  on  money  has  upon  your  trade,  and  I 
am  blaming  that  on  the  middle  part  of  the  sandwich.  I  don't  think 
you  people  had  anything  to  do  with  it  at  all.  1  am  very  glad  yon 
did  not  notify  me  earlier.  I  might  have  talked  longer.  I  am  very 
glad  of  this  opportunity  of  thanking  the  Governor  and  the  Mayor 
for  the  very  kind  words  of  welcome. 

Chairman  Smith  :  It  will  now  be  our  pleasure  to  hear  an  ad- 
dress by  Professor  E.  H.  Johnson  of  Emory  University,  of  Georgia, 
who  will  speak  on  "Tax  Administration  in  Georgia."  —  Professor 
Johnson. 
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Professor  of  Economics, 
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The  county  is  the  unit  of  local  government  in  Georgia.  The  tax 
collector  and  the  tax  receiver  are  each  elected  for  a  period  of  four 
years.  The  tax  receiver  (the  name  seems  to  be  peculiar  to  this 
state)  corresponds  to  the  tax  assessor  of  other  states  but  the  name 
is  really  quite  apt,  for  his  function  has  usually  been  to  receive  the 
tax  return  blanks  as  filled  out  by  the  taxpayer.  In  1924  a  constitu- 
tional amendment  made  possible  the  merging  of  the  two  offices  into 
one.  that  of  county  tax  commissioner.  Since  the  duties  of  the  tax 
receiver  cause  him  to  be  busy  in  the  first  half  of  the  year  and  the 
duties  of  the  tax  collector  are  heaviest  in  the  fall,  the  merging  of 
the  offices  seems  quite  practicable.  The  office  of  county  tax  com- 
missioner is  now  found  in  more  than  twenty  counties.  The  correc- 
tion of  the  individual  self-assessments  is  the  work  of  the  county 
board  of  tax  assessors  who  are  chosen  by  the  county  commis- 
sioners for  a  term  of  six  years.  The  terms  are  so  arranged  that 
the  office  of  one  member  expires  every  two  years. 

At  the  capitol  of  the  state  are  four  distinct  and  separate  tax 
offices,  but  since  these  offices  will,  in  accordance  with  an  act  of  our 
recent  legislature,  be  merged  next  January  into  a  revenue  com- 
mission, no  attempt  will  be  made  here  to  explain  the  old  law  in 
detail.  It  seems  to  be  more  worth  while  to  point  out  certain  criti- 
cisms which  will  still  hold  when  the  new  act  goes  into  effect.  The 
new  law  simply  transfers  to  the  revenue  commission  the  duties 
and  the  authority  of  the  comptroller-general,  the  secretary  of  state, 
the  tax  commissioner  and  the  department  of  revenue,  so  far  as 
they  relate  to  tax  administration.  There  has  been  no  increase  or 
decrease  of  governmental  power. 

The  chief  criticism  of  the  tax  administration  system  of  Georgia 
is  that  there  is  a  lack  of  proper  authority  on  the  part  of  the  officials 
and  this  is  especially  true  of  the  authority  which  the  higher  state 
officials  have  over  those  who  are  locally  elected.1 

The  initial  assessment  is  made  by  the  property  owner.  This 
naturally  results  in  unequal  assessments  to  begin  with,  and  the 
inequalities  are  for  the  most  part  never  corrected.  The  first  special 
tax  commission  in  Georgia  was  that  of  1899.     The  report  proper 

1  The  most  thorough  and  valuable  study  of  Georgia's  tax  administrative 
system  is  Lutz's  Georgia  System  of  Revenue.  Other  studies  are  Tames  W. 
Martin's  Tax  Administrative  System  in  Georgia,  Bulletin  of  National  Tax 
iation,  Vol.  X,  no.  7,  and  Searle,  Miller  &  Co.'s  Administrative  Re- 
organization of  the  Georgia  State  Government.  This  last  study  is  in  large 
part  made  from  the  viewpoint  of  the  accountant. 
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begins  as  follows :  "  Your  committee  has  concluded  at  the  outset 
that  the  system  of  taxation  which  makes  every  man  his  own  tax 
assessor  is  radically  erroneous.  The  experience  of  government  testi- 
fies to  the  fact  that  avarice  is  too  often  the  master  of  human  frailty 
for  the  state  to  practically  leave  to  the  taxpayer  the  question  as  to 
how  much  he  shall  take  from  his  own  pocket  to  contribute  to  the 
support  of  the  body  politic."  The  tax  commission  of  1919  recom- 
mended the  quadrennial  assessment  of  real  estate  by  the  tax  re- 
ceiver. The  plan  was  that  there  should  be  no  self -assessment  on 
this  class  of  property. 

When  the  county  board  of  tax  assessors  revises  assessments  in 
accordance  with  the  equalization  act  of  1913  the  property  owner 
has  the  right,  if  he  is  not  willing  to  agree  to  the  decision  of  the 
board,  to  appeal  to  a  committee  of  arbitration.  He  selects  one  of 
the  arbitrators,  the  county  board  selects  a  second,  and  these  two 
select  a  third.  Their  decision  or  award  is  final.  This  power  of 
appeal  to  arbitration  takes  away  from  the  proper  authority  of  the 
board  and  naturally  makes  it  less  diligent  and  careful  in  its  work. 
More  will  be  said  later  concerning  this  peculiar  right  of  appeal  to 
arbitration. 

When  the  state  tax  commissioner  undertakes  his  task  of  equal- 
izing the  assessments  among  the  counties  he  is  not  permitted  to  deal 
with  individual  assessments,  however  glaring  may  be  the  inequali- 
ties which  he  finds.  He  is  limited  to  raising  or  lowering  the 
assessments  on  classes  of  property  within  the  county,  such  as  farm 
lands  or  bank  stock,  or  to  raising  or  lowering  all  the  assessments 
of  the  entire  county.  In  case  the  county  board  is  not  willing  to 
abide  by  the  decision  of  the  tax  commissioner  the  right  of  appeal 
to  arbitration  exists  and  the  decision  of  the  arbitrators  is  final. 

During  the  past  several  years  the  condition  of  the  farmers  has 
grown  worse  and  the  tax  commissioner  has  made  but  little  effort 
to  raise  the  assessments.  There  has  been  a  rather  widespread  feel- 
ing that  revenue  needs  should  be  met  by  new  taxes,  such  as  the 
income  and  sales  taxes,  rather  than  by  forcing  taxes  from  depre- 
ciating property  much  of  which  yielded  no  income.  Until  Septem- 
ber of  this  year  it  appears  that  there  has  been  no  arbitration  of 
county  digests  for  six  years.  A  few  changes  were  made  during 
this  time  by  the  tax  commissioner  but  not  over  the  objection  of 
the  county  boards.2 

The  presidents  of  public  utility  corporations  make  returns  to  the 

2  Within  the  last  few  weeks  there  have  been  three  arbitrations  arising 
from  the  unwillingness  of  the  tax  commissioner  to  accept  the  reduced 
assessments  in  three  counties.  The  result  of  the  arbitration  was  to  approve 
the  assessments  of  the  county  boards.  In  one  county  farm  lands  had  been 
reduced  40  per  cent  and  the  real  estate  in  the  towns  had  been  reduced  20 
per  cent. 


16  NATIONAL  TAX  ASSOCIATION 

Comptroller-General.  If  he  does  not  agree  with  these  self-assess- 
ments it  is  his  duty  to  make  an  appraisal,  hut  in  this  appraisal  he 
must  rely  on  his  own  judgment  and  his  own  resources.  No  pro- 
vision is  made  for  engaging  the  services  of  engineers  or  valuation 
experts.  Here  again  the  right  of  appeal  to  arbitration  exists,  and 
the  Comptroller-General  is  limited  in  selecting  an  arbitrator  for  the 
state  to  one  of  the  members  of  the  public  service  commission. 

In  Georgia  too  much  authority  is  given  to  locally  elected  officials 
and  not  enough  authority  to  "  state-house  "  officials.  The  tax 
Commission1  of  1925  said:  "What  is  the  present  method  of  fixing 
assessment  values  for  state  taxation  ?  In  each  separate  county  the 
citizen  gives  in  his  property  at  his  own  valuation  to  a  county  official. 
The  state  has  no  voice  in  this.  If  this  county  board  lowers  the 
assessment  the  lowered  assessment  stands ;  the  state  has  no  voice 
in  this.  If  the  county  board  raises  the  assessments  the  citizen  may 
appeal  to  arbitration.  The  state  has  no  voice  in  this.  .  .  .  We  feel 
that  Georgia  is  entitled  to  have  this  situation  remedied,  and  until 
it  is  remedied  no  tax  can  be  administered  efficiently  as  to  Georgia."  3 

A  few  years  ago  the  law  of  the  state  required  the  Ordinary  of 
the  county,  when  an  estate  was  of  such  size  as  to  call  for  the  pay- 
ment of  an  inheritance  tax.  to  appraise  the  estate  of  a  deceased 
person  or  else  to  appoint  three  persons  to  make  such  appraisal. 
Xow  the  Ordinary's  office  (corresponding  to  that  of  probate  judge 
in  other  states)  is  filled  by  local  election,  the  appraisal  fees  are 
small  and  the  proceeds  of  the  inheritance  tax  go  into  the  state  and 
not  the  county  treasury.  When  the  tax  commissioner,  the  state 
official  charged  with  the  administration  of  the  inheritance  tax,  called 
on  the  ordinary  of  a  certain  county  to  make  appraisal  of  several 
estates  the  ordinary  did  not  comply  with  the  request  or  order. 
There  was  some  correspondence  between  these  two  officials  but,  so 
far  as  I  have  been  able  to  learn,  the  estates  were  never  appraised 
and  the  inheritance  tax  never  paid. 

Too  much  dependence  on  locally  elected  officials  easily  results  in 
local  nullification  of  state  law.  The  phrase  *;  sovereign  state  "  as 
applied  to  our  forty-eight  commonwealths  is  still  occasionally  heard. 
By  some  tests  it  would  appear  that  the  county  is  quite  as  "  sov- 
ereign "  as  the  state.  The  demand  for  local  self-government  does 
not  usually  proceed  from  a  real  fear  of  a  remote,  unsympathetic, 
irresponsible  and  tyrannical  power ;  it  more  often  comes  from  a 
desire  for  an  administration  of  law  that  is  lax.  inefficient  and  not 
uniform.  The  path  to  efficient,  uniform  administration  of  state 
laws  lies  in  giving  state  officials  considerable  authority,  including 
clear,  positive  power  over  those  locally  elected,  and  in  then  holding 
these  state  officials  responsible  for  results. 

3  Report  of  Committee  on  Taxation ;  Kugene  R.  Black,  Chairman ; 
PP.  4-  5- 
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The  use  of  arbitration  in  fixing  the  value  of  property  for  pur- 
poses of  taxation  is  so  unusual  that  it  may  be  interesting  to  say 
something  concerning  this  peculiar  procedure.  Owing  to  a  tem- 
porary unpopularity  of  the  tax  commission  in  Mississippi,  a  law 
was  passed  in  1918  which  permitted  arbitration  of  property  assess- 
ments when  demanded  by  a  displeased  taxpayer.  This  law  was 
repealed  in  1930  and  Georgia  is  now  the  only  state  which  uses  this 
method.  Ordinarily  arbitration  is  used  only  with  the  consent  of 
two  parties  who  agree  to  use  this  method  of  settling  differences 
rather  than  the  slower,  more  formal  and  more  costly  methods  of 
the  courts.  The  peculiar  thing  about  arbitration  in  Georgia's  tax 
system  is  that  it  is  the  only  method  which  the  law  prescribes  for 
an  appeal  from  a  decision  regarding  assessments  by  the  county 
board  of  tax  assessors  or  the  comptroller-general  or  the  tax  com- 
missioner. 

It  is  interesting  to  note  that  in  Adam  Smith's  Wealth  of  Xations 
is  to  be  found  a  suggestion  for  the  use  of  arbitration  in  determin- 
ing values  for  taxation.  The  author  points  out  the  inequity  of  the 
English  land  tax  where  the  values  set  on  land  for  tax  purposes  in 
the  reign  of  William  and  Mary  continued  from  year  to  year  with- 
out change,  and  he  argues  that  a  tax  on  the  actual  rent  would  be 
preferable.  As  most  farm  land  in  England  was  leased  the  deter- 
mination of  rents  would  be  easy,  but  as  to  the  case  where  the  land- 
lord cultivated  his  own  fields  and  there  was  no  contractual  rent  he 
suggests  that  "  the  rent  might  be  valued  according  to  an  equitable 
arbitration  of  the  farmers  and  the  landlords  in  the  neighborhood."  4 
Even  here,  however,  Adam  Smith  evidently  did  not  have  in  mind 
an  appeal  from  a  duly  constituted  administrative  court  to  such  arbi- 
tration as  is  practiced  in  Georgia. 

A  provision  much  akin  to  the  Georgia  method  of  arbitration  was 
in  use  in  the  British  war  income  tax  from  1798  to  1916.  "  If 
the  taxpayer  preferred  he  might  nominate  two  referees  who,  when 
satisfactory  to  the  commissioners,  were  to  estimate  the  profits  from 
such  certificates  or  other  documents  as  might  be  submitted  to  them 
by  the  taxpayer.  If  the  referees  could  not  agree,  a  third  referee 
might  be  appointed,  the  decision  of  the  majority  to  be  binding."  5 
The  "method  of  arbitration  was  distinctly  provided  for  in  the  ad- 
ministration of  the  tax  system  of  the  Confederate  States.6 

Arbitration  in  Georgia  taxation  first  appears  in  1858  when  the 
property  owner  was  given  this  method  of  appeal  from  an  assess- 
ment by  the  tax  receiver.     It  is  interesting  to  note  that  the  word 

4  Adam  Smith's  Wealth  of  Xations,  Vol.  2,  Book  5,  part  2,  article  r,  or 
Vol.  2,  page  313  of  Everyman  edition. 

5  Seligman,  The  Income  Tax.  p.  98. 

6  Ibid.,  p.  4S7. 
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"  arbitrate  "  does  not  appear  in  this  original  act.  As  has  already 
been  pointed  out,  it  is  now  used  as  a  method  of  appeal  from  assess- 
ments of  property  valued  by  the  county  board  of  tax  assessors  (act 
of  1913),  from  assessment  of  public  utility  values  by  the  comp- 
troller-general (act  of  1877),  and  from  the  assessments  made  by 
the  tax  commissioner  in  the  effort  to  equalize  between  counties 
(act  of  1913). 

In  a  study  of  tax  assessments  in  Georgia  which  was  made  in 
1930  by  J.  D.  Henry,  a  graduate  student  of  Emory  University,  a 
questionnaire  was  sent  to  the  chairman  of  the  county  board  of  tax 
assessors  of  each  of  the  161  counties  of  the  state.  Replies  from  78 
counties  were  received. 

In  53  of  these  78  counties  there  had  been  no  arbitration  during 
the  previous  year  (1929)  ;  in  12  counties  there  had  been  one  arbi- 
tration each ;  in  5  counties  two  arbitrations  each ;  in  2  counties 
three  arbitrations  each ;  one  county  had  four  arbitrations.  Note  that 
this  accounts  for  73  of  the  78  counties  heard  from. 

Six  replies  indicate  a  belief  that  the  tendency  to  demand  arbitra- 
tion is  increasing  in  the  respective  counties;  twenty-eight  indicate 
a  belief  that  the  tendency  toward  arbitration  is  decreasing;  nine 
report  the  tendency  as  remaining  the  same. 

Ten  officials  say  that  the  final  decision  of  the  arbitration  com- 
mittee is  nearer  to  the  taxpayer's  valuation  than  to  the  valuation 
of  the  board  of  assessors;  twenty-nine  express  the  contrary  view; 
nine  state  that  the  result  is  usually  a  fifty-fifty  compromise.  Forty- 
five  of  the  78  who  replied  believe  that  arbitration  is  a  good  method 
of  dealing  with  the  problem  of  valuation  while  26  deemed  this 
method  unsatisfactory. 

These  replies  indicate  that  there  are  but  few  appeals  to  arbitra- 
tion and  that  most  of  those  who  expressed  themselves  did  not  find 
this  method  unsatisfactory.  How  are  these  replies  to  be  explained  ? 
Partly  because  of  the  general  disposition  to  regard  as  right  that 
which  has  the  sanction  of  old  custom;  partly  because  there  is  not 
much  zeal  for  attaining  a  uniform  and  efficient  valuation  of  prop- 
erty. However,  there  can  be  little  doubt  that  one  explanation  for 
the  degree  of  satisfaction  which  exists  with  the  present  law  is  due 
to  the  fact  that  most  difficulties  are  settled  in  conference  between 
the  property  owner  and  the  board  of  assessors.  The  law  does  not 
make  provision  for  such  a  conference,  but  in  this  way  most  differ- 
ences, it  appears,  are  in  fact  settled.  The  board  of  assessors  can 
usually  show  to  the  property  owner  that  he  has  no  just  cause  for 
dissatisfaction,  and  hence  he  drops  his  complaint.  In  other  cases 
the  board  lowers  its  own  valuation  and  there  is  a  compromise.  It 
is  only  when  in  such  conference  no  agreement  is  reached  that  there 
is  a  resort  to  arbitration.  One  chairman  wrote :  "  We  have  found 
most  of  our  folks  over  the  county  very  reasonable  and  have  sue- 
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ceeded  in  making  friends  of  the  taxpayers,  and  by  friendly  talks 
we  have  gotten  along  with  them  beautifully."  Another  writes: 
"  We  never  have  cases  appealed  to  arbitration.  The  taxpayer  and 
the  tax  assessor  come  to  a  satisfactory  agreement  on  valuation  be- 
fore the  digest  is  closed." 

An  examination  of  the  77  cases  of  arbitration  of  public  utility 
assessments  which  took  place  from  1905  through  1928  show  that 
the  arithmetical  average  of  the  percentage  of  increases  granted  as 
compared  with  the  increase  demanded  by  the  comptroller-general 
was  49.4  per  cent.  Arbitration  thus  resulted  on  the  whole  in  split- 
ting the  difference  between  the  valuations  of  the  comptroller-general 
and  the  public  utility  corporations. 

It  is  only  in  assessments  by  municipalities  that  arbitration  is  not 
allowed.  If  a  person  is  dissatisfied  with  assessments  made  by 
municipal  authorities  he  has  a  right  to  a  hearing  before  the  asses- 
sors but  the  decision  reached  by  the  assessors  after  this  hearing  is 
final.  The  work  of  the  municipal  assessors  is  better  than  that  of 
the  county  board.  In  fact,  in  some  of  the  counties  it  is  the  custom 
of  the  county  board  to  make  their  assessments  a  certain  percentage, 
e.  g..  75  per  cent,  of  the  city  assessments.  The  law,  it  may  be 
remarked,  calls  for  assessments  at  full  value  both  by  city  and  by 
county. 

It  may  be  an  indication  of  the  hold  that  arbitration  has  on  the 
popular  mind  that  when  in  his  last  report  the  comptroller-general 
suggested  a  permanent  board  whose  decision  on  questions  of  valua- 
tions of  public  utility  properties  for  taxation  should  be  final,  he 
pleases  to  call  this  a  board  of  arbitration.  Such  a  permanent  fixed 
board  in  the  choice  of  which  the  public  utility  corporations  had  no 
part  could  in  no  proper  sense  be  called  a  board  of  arbitrators. 

Objections  to  arbitration  of  property,  assessments  are  so  obvious 
that  it  is  hardly  necessary  to  state  them.  It  may  be  pointed  out, 
however,  that  this  privilege  of  arbitration  detracts  from  the  proper 
dignity  and  authority  of  administrative  courts,  that  the  arbitrators 
have  no  record  of  consistent  action  to  maintain  since  most  of  them 
serve  in  only  one  case,  and  that  appeals  should  look  to  the  har- 
monizing of  law  and  its  administration,  while  under  the  method  of 
arbitration  a  dozen  cases  which  are  appealed  from  one  county  board 
of  assessors  may  be.  and  in  all  probability  will  be,  decided  by  a 
dozen  different  groups  of  arbitrators. 

At  the  recent  session  of  the  Georgia  Legislature  a  revenue  com- 
mission was  set  up  which  is  to  take  over  the  tax  administration 
duties  of,  first,  the  comptroller-general,  the  oldest  of  our  tax 
offices ;  second,  the  tax  commissioner,  who  has  been  charged  with 
equalization  of  assessments  between  the  counties  and  the  adminis- 
tration of  the  estates,  sales,  and  income  taxes ;  third,  the  depart- 
ment of  revenue,  charged  with  administering  the  tobacco  tax  and 
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collecting  certain  delinquent  taxes;  and  finally,  the  secretary  of 
state,  who  has  administered  the  automobile  license  tax.  The  merg- 
ing of  these  separate  offices  is  to  be  commended,  and  this  act  will 
mark  the  beginning  of  a  new  chapter  in  the  history  of  tax  adminis- 
tration in  Georgia.  The  law  as  passed,  however,  is  subject  to  criti- 
cism. Two  of  the  commissioners  are  appointed  by  the  governor 
for  a  term  of  four  years  while  the  third  commissioner  is  the  comp- 
troller-general, an  office  which,  according  to  the  constitution,  must 
be  filled  by  popular  election  every  two  years.  Every  member  of  the 
commission  should  be  appointed  and  the  term  of  office  should  be 
six  years.  The  salary  of  $4000  is  too  small  for  an  office  which 
carries  such  duties  even  when  it  is  filled  by  the  nomination  of  the 
governor  and  the  salary  of  $6200  is  likewise  too  small  for  an  office 
which  is  filled  every  two  years  by  popular  election.  It  is  regrettable 
that  the  name  "  Revenue  Commission  "  was  chosen  by  the  legisla- 
ture. The  usual  name  is  "  Tax  Commission  "  and  there  was  no 
good  reason  why  Georgia  should  use  a  different  title  by  which  to 
designate  its  own  newly  created  commission. 

The  special  session  of  the  legislature  which  met  earlier  in  the 
year  passed  an  act  which  for  the  first  time  puts  on  the  governor 
the  responsibility  for  presenting  a  budget.  The  auditor  is  named 
as  his  assistant  in  preparing  the  budget.  The  governor  should 
have  the  power  to  appoint  his  budget  assistants  without  confirma- 
tion by  the  senate  and  he  should  have  the  authority  to  dismiss  them 
at  will.  Only  in  this  way  can  he  be  held  responsible  for  the  budget 
which  he  presents. 

One  who  studies  the  administration  of  tax  laws  in  Georgia  will 
find  much  that  he  may  justly  criticize  and  condemn.  How  great 
is  the  failure,  for  example,  to  reach  certain  classes  of  property 
may  be  seen  from  the  following  statistics  for  the  year  1930.  The 
assessed  value  for  stocks  and  bonds  was  only  S.7  million  dollars. 
All  bonds  are  taxable  except  those  of  the  United  States  and  those 
of  Georgia  and  its  political  subdivisions,  and  all  stock  of  corpora- 
tions holding  charter  from  any  other  state  than  Georgia  is  subject 
to  tax.  The  assessed  value  for  money,  bank  credits,  accounts  and 
notes  was  only  40.8  million  dollars,  yet  the  First  National  Bank  of 
Atlanta,  all  of  whose  branches  except  one  in  a  suburb  are  in 
Atlanta,  reported  deposits  as  88.8  million  dollars. 

And  yet  those  of  us  who  have  watched  developments  at  close 
hand  feel  that  we  have  a  right  to  be  hopeful  of  the  future.  Since 
the  legislature  met  in  regular  session  in  the  summer  of  1929  a  state 
income  tax  has  been  passed,  an  executive  budget  lawr  has  been  en- 
acted, the  states'  tax  administration  offices  have  been  consolidated 
into  a  revenue  commission,  the  legislature  has  proposed  one  con- 
stitutional amendment  for  classifying  intangible  property,  and  an- 
other which,  with  the  main  purpose  of  making  more  effective  the 
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operation  of  the  executive  budget,  will  make  a  change  in  the  time 
of  the  meeting  of  the  legislature  and  the  inauguration  of  governor. 
Much  remains  to  be  done.  The  use  of  the  primitive  method  of 
arbitration  should  be  abolished.  Greater  authority  over  the  local 
administration  of  tax  laws  should  be  given  the  revenue  commis- 
sion. A  thorough  system  of  auditing  that  will  include  state,  county 
and  municipal  offices  needs  to  be  established. 

There  exist  several  conditions  which  seem  propitious  for  the 
further  improvement  of  our  tax  law  and  their  administration.  The 
state  has  a  serious  deficit  of  unpaid  appropriations,  and  necessity 
is  sometimes  the  mother  of  improvements  in  the  field  of  social  as 
well  as  in  the  field  of  mechanical  organization.  The  people  of  the 
state  have  attained  to  some  measure  of  willing  self-criticism.  There 
is  a  spirit  of  cooperation  between  the  governor  and  the  legislature. 
The  state  has  the  benefit  of  a  valuable  study  of  its  revenue  system 
by  one  of  your  former  presidents,  Professor  Lutz.  Finally,  it  is 
hoped  that  the  present  session  of  the  National  Tax  Association  in 
Atlanta  will  contribute  to  the  same  desired  end. 

Chairman  Smith  :  The  meeting  is  now  open  for  discussion  of 
the  paper  just  read  by  Professor  Johnson.  In  accordance  with  the 
rules  of  procedure  read  by  the  secretary  tonight,  no  person  will  be 
permitted  to  occupy  the  floor  for  longer  than  seven  minutes,  and, 
please  confine  your  remarks  to  the  subject  presented  in  the  paper. 
Kindly  step  forward  and  identify  yourselves  by  state  and  name, 
and  speak  so  the  reporter  may  get  all  that  is  said. 

J.  T.  White:  I  just  wish  to  ask  one  question:  What  would  be 
the  probable  cost  of  an  arbitration  on  an  assessment,  say,  of  a 
ten-thousand-dollar  property  ? 

E.  H.  Johnson  :  I  would  like  to  ask  Mr.  Park  to  answer  that 
question. 

Orville  A.  Park  (Georgia)  :  There  is  practically  no  cost  to  <t 
at  all.  Private  parties  are  selected  by  the  friends  of  the  parties, 
and  there  is  no  cost  at  all  to  it,  as  a  general  proposition. 

Henry  F.  Long:  Mr.  Park,  does  that  mean  that  this  unpaid 
arbitration  board  makes  no  attempt  to  view  the  property  or  to  get 
evidence  of  value?  And  do  they,  if  they  travel  for  the  purpose 
of  finding  value,  pay  their  own  expenses?  Do  they  hear  expert 
testimony,  or  do  they  have  nothing  that  causes  expense  to  anyone  ? 

Orville  A.  Park  :  I  was  speaking  entirely  of  local  arbitration. 
That  is  a  very  informal  affair.  They  do  sometimes  view  the  prop- 
erty and  hear  testimony  in  a  very  informal  way.  but  there  is  very 
little  expense,  no  traveling  expense  of  any  consequence  and  no 
expense  of  experts  or  anything  of  that  kind.     Now,  when  we  come 
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to  arbitration   of   utility  property,   that   is   a  much  more  difficult 
question,  and  the  arbitrators  there  are  paid  by  the  parties. 

Seth  T.  Cole  (New  York)  :  Mr.  Chairman.  I  understand  that 
the  sales  tax  law  which  was  in  force  in  Georgia  has  been  repealed. 
I  am  sure  that  the  subject  of  sales  taxation  is  one  that  is  of  great 
interest  to  many  of  the  delegates  here  present,  and  I  wonder  if 
there  is  some  one  having  knowledge  of  the  administration  of  the 
sales  tax  law  during  the  time  it  was  in  force  in  Georgia,  who  could 
tell  us  something  about  it. 

Orville  A.  Park:  If  Mr.  Doyal  is  here,  he  is  the  man. 

Henry  F.  Long:  Isn't  that  on  the  program  for  general  discus- 
sion later  on? 

Chairman  Smith  :  It  is  on  the  program  for  tomorrow,  Mr. 
Cole — Special  License  Taxes  in  Georgia. 

Seth  T.  Cole:  Does  that  include  the  sales  tax? 

Chairman  Smith  :  I  understood  it  has  reference  to  the  sales  tax. 

E.  H.  Johnson  :  I  think  it  is  a  mistake  to  say  the  law  was  re- 
pealed.    It  was  to  expire  in  1931.     It  was  allowed  to  expire. 

Seth  T.  Cole  :  That  is  my  understanding. 

Orville  A.  Park  :  You  are  in  error  in  saying  that  that  is  a 
part  of  the  paper  which  I  am  supposed  to  present  in  the  morning. 
That  is  with  reference  to  special  license  taxes  and  not  the  sales  tax. 
I  think,  however,  that  Mr.  Xorman,  who  discusses  the  Georgia 
system  of  taxation,  will  very  likely  cover  the  question  of  the  sales 
tax  in  the  paper  which  he  will  present. 

Chairman  Smith  :  I  am  glad  you  corrected  me.  May  we  now 
have  the  pleasure  of  hearing  from  somebody  else  in  the  confer- 
ence? Is  Mr.  Paul  H.  Doyal  in  the  audience?  I  understand  you 
have  an  announcement  you  wish  to  make.  Mr.  Doyal  is  the  State 
Tax  Commissioner  of  Georgia. 

Paul  H.  Doyal  (Georgia)  :  In  behalf  of  the  reception  com- 
mittee, I  want  to  say  Mr.  Maxwell  has  been  acting  as  chairman 
since  Mr.  Xorman  had  to  get  very  "  tony  "  and  undergo  an  opera- 
tion a  few  weeks  ago.  The  best  that  we  could  get  this  body  to  do 
in  the  way  of  giving  time  for  entertainment  was  one  afternoon. 
It  seems  that  this  is  a  body  of  men  who  believe  the}"  come  here  to 
work  and  not  to  play,  but  we  obtained  permission  for  Thursday 
afternoon,  and  we  will  take  you  for  a  drive  over  the  city.  Some 
of  you  may  be  interested  especially  in  Stone  Mountain ;  so.  at  two 
o'clock  Thursday  afternoon  there  will  be  cars  in  front  of  the  hotel 
here  to  take  you  on  a  two-hour  drive  around  Atlanta  or  any  other 
place  you  choose. 
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Now,  at  the  clerk's  desk  in  the  hotel  you  will  be  able  to  obtain 
cards  to  the  Druid  Hills  Golf  Club.  If  you  prefer  to  go  out  to 
East  Lake,  where  Bobby  Jones  usually  plays,  they  require  us  to  go 
downtown  ordinarily  and  get  cards  from  the  downtown  office,  but 
we  have  arranged  that  you  may  go  out  to  East  Lake,  and  all  you 
need  is  your  badge.  If  you  will  show  your  badge  to  the  caddy 
master  out  there,  you  will  get  all  the  attention  that  you  would  if 
you  had  a  courtesy  card. 

Xow,  I  believe  that  is  all  that  the  committee  has  to  announce  at 
this  time.  As  you  all  understand,  Mrs.  Norman  is  chairman  of  the 
committee  for  the  entertainment  of  the  ladies,  and  I  think  they 
have  a  little  program  that  has  been  handed  them  as  to  their  enter- 
tainment during  the  week.     Thank  you. 

Chairman  Smith  :  The  secretary  has  an  announcement  to  make. 

Secretary  Query  :  For  the  benefit  of  those  who  came  to  the 
conference  by  railway  and  purchased  a  straight  certificate  plan 
railroad  ticket,  I  will  say  that  a  representative  of  the  passenger 
association  will  be  present  at  the  desk  tomorrow  and  Wednesday  to 
give  you  information  and  to  validate  your  tickets,  so  bring  your 
tickets  to  the  secretary's  desk,  where  they  will  be  attended  to. 

I  wish  also  to  announce  that  the  Atlanta  Theatre  Managers  Asso- 
ciation has  provided  for  each  delegate  here  a  ticket  good  for  any 
and  all  performances  at  any  and  all  Atlanta  theatres,  beginning 
today  and  lasting  through  Friday,  and  those  of  you  who  did  not 
secure  these  tickets  when  you  registered  will  be  furnished  one  as 
you  go  out. 

Wednesday  morning  at  11  o'clock  the  conference  is  going  to 
recess  for  just  a  few  minutes  to  allow  the  delegates  to  go  to  the 
lawn  just  in  front  of  the  hotel  where  a  Pathe  Njews  Reel  picture 
will  be  made  of  the  entire  conference,  and  we  would  like  to  have 
everybody  present. 

Chairman  Smith  :  The  rules  which  were  read  by  the  secretary 
this  evening  require  the  appointment  of  a  committee  on  credentials, 
and  the  chairman  of  the  committee  on  resolutions. 

The  Chair  appoints  the  following  on  the  committee  on  credentials, 
to  serve  with  Mr.  Query,  the  secretary  of  the  conference : 

Edward  P.  Tobie,  Rhode  Island,  Chairman. 

Miss  Lois  Query,  South  Carolina. 

The  Chair  appoints  Mr.  Henry  F.  Long,  of  Massachusetts,  as 
chairman  of  the  resolutions  committee. 

You  will  no  doubt  recall  from  the  reading  by  the  secretary  of 
the  rules  that  the  resolutions  committee  is  composed  of  one  member 
from  each  state,  territory  and  province,  to  be  chosen  by  the  dele- 
gates from  such  district.     Right  here  may  I  say  that  it  is  of  the 
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utmost  importance  that  each  state  delegation  meet  and  elect  its 
representative  and  inform  the  secretary  as  soon  as  this  action  is 
taken. 

Harley  L.  Lutz  (New  Jersey)  :  It  is  customary,  and  I  believe 
also  necessary,  that  the  National  Tax  Association  provide  for  its 
own  perpetuation  by  the  selection  of  a  committee  on  nominations. 
This  committee,  according  to  the  By-Laws,  is  to  be  composed  of 
the  ex-presidents  of  the  Association  in  attendance,  and  three  other 
members.  The  chairman  of  the  committee  is  to  be  named  by  the 
president.  I  move  you.  sir,  that  you,  as  president  of  the  National 
Tax  Association,  appoint  a  committee  on  nominations. 

(  Motion  duly  seconded.) 

Chairman  Smith  :  You  have  heard  the  motion  as  made  and 
seconded. 

(Ayes  and  noes.) 

Chairman  Smith  :  The  motion  is  carried.  The  Chair  will  name 
this  committee  at  a  subsequent  session.  Is  there  any  further  busi- 
ness to  be  brought  before  the  conference? 

Franklin  S.  Edmonds  (Pennsylvania)  :  May  I  announce  that 
the  committee  on  uniformity  and  reciprocity  in  state  tax  legisla- 
tion will  meet  in  parlor  C  immediately  upon  the  conclusion  of  this 
session. 

Chairman  Smith:  Any  other  announcements?  If  not,  we  will 
adjourn  to  meet  at  9 :  30  o'clock  tomorrow  morning. 

(  Adjournment) 
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Tuesday,  October  13,  1931,  9:30  A.  M. 

Chairman  Smith  :  The  conference  will  please  come  to  order. 
This  morning's  program  will  be  devoted  to  local  tax  problems. 
We  are  very  much  honored  in  having  as  our  presiding  officer  this 
morning  Mr.  C.  H.  Morrissett,  Tax  Commissioner  of  Virginia. 
Will  Mr.  Morrissett  please  take  the  chair. 

C.  H.  Morrissett  of  Virginia,  presiding. 

Chairman  Morrissett  :  Ladies  and  Gentlemen,  as  President 
Smith  has  stated,  this  morning  will  be  devoted  to  a  discussion  of 
local  tax  problems.  As  you  will  observe  from  the  program,  the 
first  paper  to  be  read  on  that  subject  is  one  by  the  former  State 
Tax  Commissioner  of  Georgia,  the  Honorable  R.  C  Norman.  The 
title  of  his  paper  is  "  Georgia's  System  of  Taxation."  I  am  sure 
that  we  shall  be  greatly  interested  in  the  tax  situation  in  Georgia. 
It  gives  me  great  pleasure  to  present  Mr.  Norman. 

R.  C.  Norman  (Georgia)  :  Mr.  President,  Gentlemen  and  Friends: 
I  hope  you  will  excuse  me  for  remaining  seated.  I  haven't  a  Jake 
leg,  but  I  had  my  appendix  removed  about  two  weeks  ago.  I 
assume  that  most  of  you  are  married,  and  we  all  know  that  our 
wives  are  the  bosses,  and  my  wife  follows  me  around  and  if  I 
stand  for  two  minutes  she  pushes  a  chair  under  me.  She  threat- 
ened this  morning  if  I  stood  that  she  would  read  my  paper  instead 
of  my  reading  it.  Now,  this  paper  is  very  short.  It  will  neces- 
sarily be  to  some  extent  a  repetition  of  Doctor  Johnson's  paper 
last  night.  Judge  Park,  one  of  the  ablest  lawyers  in  our  state  and 
one  of  the  ablest  members  of  our  general  assembly,  follows  me. 
He  says  that  his  paper  will  be  a  repetition  of  the  two,  so  when 
these  three  papers  are  in  you  will  certainly  know  something  about 
Georgia's  system  or  lack  of  system. 

(25) 
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GEORGIA'S  SYSTEM  OF  TAXATION 

R.   C.   NORMAN 

Tax  Advisor  and  Attorney  and  former 
Tax  Commissioner  of  Georgia 

Georgia  is  one  of  the  original  thirteen  colonies.  Its  people  are 
conservative  and  slow  to  change.  The  uniform  rule  of  taxation  or 
the  general  property  tax  was  incorporated  in  the  constitution  in 
1877,  or  rather  the  Supreme  Court  construed  the  taxing  provision 
to  require  the  same  rate  upon  all  classes  of  property  both  tangible 
and  intangible.  It  is  known  that  many  members  of  the  Constitu- 
tional Convention  did  not  so  construe  the  so-called  uniformity  pro- 
vision and  the  language  used  readily  admits  of  a  different  con- 
struction. It  was  not  until  1929  that  any  substantial  departure  was 
made  from  the  unjust  and  unen forcible  general  property  tax. 

The  state  has  not  lacked  thoughtful  and  far-seeing  statesmen 
who  have  advocated  more  equitable  methods  of  taxation  and  more 
efficient  means  of  enforcing  the  tax  laws  of  the  state.  As  far  back 
as  1899  a  special  legislative  commission  recommended  the  enact- 
ment of  an  income  tax  and  the  creation  of  an  independent  tax 
commission  as  far  as  possible  removed  from  political  influence. 

Governor  Hugh  Dorsey  twenty  years  later  headed  a  tax  commis- 
sion which  not  only  recommended  an  income  tax  and  a  tax  com- 
mission, but  also  the  right  to  classify  property  for  taxation  and 
other  changes  to  meet  modern  conditions.  Several  subsequent 
special  commissions  have  emphasized  the  need  of  change  from  the 
old  general  property  tax. 

There  was  a  belief  throughout  the  state  that  a  constitutional 
amendment  was  necessary  to  make  legal  the  imposition  of  an  income 
tax.  Governor  Walker  during  his  four-year  term  as  chief  execu- 
tive called  more  than  one  special  session  of  the  General  Assembly 
in  effort  to  pass  a  constitutional  amendment  permitting  the  levy  of 
an  income  tax,  but  did  not  succeed.  In  1929  a  statutory  income 
tax  was  passed.  This  act  was  merely  an  adoption  of  the  federal 
laws  by  the  state.  The  rate  was  one-third  of  the  federal  rate. 
It  covered  only  a  few  short  pages  and  provided  but  scant  adminis- 
trative machinery.  The  constitutionality  of  this  act  was  unani- 
mously upheld  by  our  Supreme  Court  in  the  case  of  Fcatherstone 
vs.  Norman. 

This  decision  having  removed  all  doubts  as  to  the  right  of  the 
state  to  levy  an  income  tax,  at  a  special  session  of  the  legislature 
called  by  Governor  Hardman,  January  1931,  a  modern  and  work- 
able income  tax  was  enacted  into  law.  A  progressive  rate  from 
one  per  cent  to  five  per  cent  was  levied  upon  individuals  and  a  flat 
rate  of  four  per  cent  upon  corporations.  An  executive  budget  was 
also  passed  at  this  session. 
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A  constitutional  amendment  to  permit  the  classification  of  intan- 
gibles was  passed  by  the  senate  in  1929  but  for  some  reason  was 
not  brought  up  in  the  house  in  time  for  action.  At  the  session  of 
the  General  Assembly  during  the  present  summer  this  measure 
overwhelmingly  passed  both  houses  and  will  be  submitted  to  the 
voters  for  ratification  or  rejection  at  the  general  election  in  No- 
vember 1932. 

Despite  all  the  recommendations  of  the  commissions  from  1899 
to  1929  the  bulk  of  the  state's  taxes  continued  to  be  administered 
by  an  official  elected  every  two  years  by  popular  vote.  In  time  the 
offices  of  tax  commissioner,  motor  vehicle  commissioner  and  rev- 
enue commissioner  were  created  to  handle  certain  taxes.  Thus 
the  state  had  four  separate  and  independent  agencies  administering 
the  revenue  laws  of  the  state.  Finally  in  1931  all  these  agencies 
were  combined  in  a  revenue  commission  composed  of  three  mem- 
bers. This  body,  however,  has  only  nominal  power  over  adminis- 
tration of  the  general  property  tax,  which  is  limited  to  five  mills 
for  state  purposes.  The  real  power  is  lodged  in  the  county  boards 
of  tax  assessors.  The  state  has  no  power  to  even  review  a  muni- 
cipal assessor.  The  revenue  commission  also  presents  the  anomaly 
of  including  an  elective  official  as  one  of  its  members. 

Georgia  collects  a  capital  stock  or  franchise  tax  on  foreign  and 
domestic  corporations;  a  tax  upon  insurance  premiums;  a  twenty 
per  cent  tax  upon  cigars  and  cigarettes ;  an  inheritance  tax  limited 
to  the  eighty  per  cent  of  the  federal  tax  allowed  as  a  credit  to  the 
state,  and  a  multitude  of  fixed  business  license  taxes. 

The  general  sales  tax  levied  by  the  state  for  the  years  1930  and 
1931,  with  the  right  of  set-off  of  1931  sales  taxes  against  1931  in- 
come taxes,  expires  at  the  end  of  this  year. 

A  gasoline  tax  of  six  cents  per  gallon  is  levied.  This  is  dis- 
tributed one  cent  to  a  common  school  equalization  fund,  one  cent 
to  the  various  counties  ostensibly  for  road  building,  and  four  cents 
to  the  state  highway  department  for  the  construction  and  main- 
tenance of  a  system  of  highways.  The  auto  license  tax  is  also 
allocated  to  the  state  highway  department. 

A  peculiar  phase  of  the  revenue  system  of  Georgia  is  that  more 
than  sixty  per  cent  of  its  income  is  allocated  or  apportioned  for 
specific  purposes  or  agencies  and  cannot  be  used  for  any  other 
purpose,  until  changed  by  the  General  Assembly.  This  method 
is  very  aptly  and  tersely  described  by  Prof.  M.  H.  Bryan,  of 
the  University  of  Georgia,  as  an  "  unsatisfactory  substitute  for 
thinking." 

Georgia's  bonded  debt  is  small — less  than  four  million  dollars. 
The  state  owns  a  valuable  railroad  running  from  Atlanta  to  Chatta- 
nooga, which  is  leased  for  a  long  term  at  an  annual  rental  of 
$540,000  per  year.  It  also  holds  title  to  considerable  business 
property  well  located  in  both  the  cities  of  Atlanta  and  Chattanooga. 
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Georgia's  system  of  taxation  at  present  is  far  from  being  a 
model,  but  many  changes  for  the  better  have  been  made  within 
the  past  few  years,  and  we  can  confidently  hope  and  expect  a 
well-rounded,  fair  and  equitable  revenue  system  at  a  not  far  dis- 
tant date. 

Chairman  Morrissett  :  Operated  on  for  appendicitis  two  weeks 
ago,  Air.  Norman  has  nevertheless  read  his  paper  and  read  it  well. 
We  admire  that  spirit  of  determination.  Tax  administrators  are 
well  known  in  that  respect. 

The  next  paper  on  the  program  is  a  paper  by  the  Honorable  O. 
A.  Park,  Member  of  the  Georgia  House  of  Representatives,  the  title 
of  it  being  "  Special  License  Taxes  in  Georgia."  It  gives  me  great 
pleasure  to  present  Mr.  Park. 

O.  A.  Park  (Georgia):  Mr.  Chairman,  Ladies  and  Gentlemen: 
It  seems  to  me  Georgia  is  playing  rather  an  important  part  in  this 
program.  Mr.  Xorman  has  already  told  you  that  he  and  Doctor 
Johnson  last  evening  had  taken  the  cream  of  the  subject,  so  I  am 
to  give  you  the  skimmed  milk.  If  I  repeat,  it  is  no  more  than  you 
have  a  right  to  expect. 

SPECIAL  LICENSE  TAXES  IN  GEORGIA 

ORVILLE    A.    PARK 
Member,  Georgia  House  of  Representatives 

Georgia's  per-capita  tax  rate  is  among  the  lowest  in  the  United 
States,  but  few  if  any  of  the  states  impose  a  greater  number  of 
taxes  and  governmental  charges.  There  are  approximately  four 
hundred  taxes  and  fees  of  one  sort  and  another  which  the  citizens 
of  this  state  are  called  on  to  pay  for  the  support  of  the  state  gov- 
ernment. It  is  said  that  a  retail  druggist  must  pay  twenty-six 
license  taxes  to  carry  on  the  business  ordinarily  conducted  by  such 
an  establishment.  At  the  present  time  Georgia  has  almost  every 
tax  which  is  in  force  in  any  of  the  other  states. 

The  backbone  of  the  state  system  is  the  general  property  tax. 
When  the  present  constitution  was  adopted  in  1877  it  was  thought 
that  it  permitted  classification,  and  there  is  little  doubt  that  this 
was  the  intention  of  the  convention,  but  in  an  early  decision  the 
Supreme  Court  held  that  there  were  only  two  classes  of  property — 
that  expressly  exempted  and  that  which  was  taxable,  and  that  all 
property  falling  in  the  latter  class  must  be  taxed  uniformly  and  at 
the  same  rate.  (  Verdery  v.  Village  of  Summerville  [1888],  S2 
Ga.  138.) 

In  1902  the  constitution  was  amended  so  as  to  limit  the  state  rate 
to  five  mills,  thus  further  restricting  the  state's  liberty  of  action. 
\\  ith  the  ever-increasing  demands  upon  the  state  government  the 
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need  for  money  increased  much  more  rapidly  than  property  values. 
Then  too  under  the  general  property  tax  Georgia's  experience  was 
the  same  as  that  of  the  other  states  and  countries.  The  tax  became 
almost  entirely  a  tax  on  tangible  property,  principally  real  estate. 
The  share  of  the  burden  borne  by  intangibles  has  been  growing 
beautifully  less  from  year  to  year. 

The  constitution  made  no  reference  to  income  taxes,  but  it  was 
generally  assumed  that  such  a  tax  would  be  unconstitutional,  for 
even  if  it  were  not  a  property  tax,  as  many  contended  it  would  be, 
it  was  thought  that  the  uniformity  clause  would  prevent  the  work- 
ing out  of  a  satisfactory  tax  on  income.  Parenthetically,  it  should 
be  remarked  that  the  General  Assembly  in  1929,  as  an  experiment, 
adopted  an  income  tax  largely  for  the  purpose  of  testing  the  ques- 
tion before  the  Supreme  Court.  That  court  held,  in  an  unanimous 
opinion,  that  the  act  was  constitutional.  {Feather stone  v.  Norman, 
[1930],  170  Ga.  370.)  The  General  Assembly,  following  this  de- 
cision, has  now  adopted  a  modern  income  tax  law.  (Ga.  Laws, 
Ex.  Sess.  1931,  p.  24.) 

Believing  an  income  tax  would  be  unconstitutional,  and  finding 
it  impossible  to  realize  from  the  general  property  tax  with  the  five- 
mill  limitation  sufficient  revenue  to  maintain  the  various  state  func- 
tions, the  General  Assembly  perforce  resorted  to  the  taxation  of 
business,  as  to  which  the  only  limitation  upon  its  power  was  the 
uniformity  clause.  At  a  very  early  period  in  the  state's  history 
the  legislature  supplemented  the  general  property  tax  by  specific 
licenses  on  certain  professions.  The  Act  of  1852,  to  illustrate,  im- 
posed a  special  tax  of  $5.00  upon  "  all  practitioners  of  law,  physic, 
dentists  and  daguerrean  artists."  There  was  also  levied  a  similar 
tax  upon  every  "  free  person  of  color  between  the  ages  of  eighteen 
and  fifty,"  and  a  poll  tax  of  25  cents.  (Acts  1851-52,  p.  288.)  In 
the  general  tax  acts,  adopted  every  two  years  for  the  support  of  the 
government  for  the  biennium,  similar  special  taxes  have  been  in- 
cluded along  with  the  ad-valorem  tax  on  property. 

From  the  comparatively  few  taxes  imposed  by  the  early  acts 
these  special  taxes  have  multiplied  and  increased  until  they  now 
embrace  not  only  the  professions,  but  a  large  number  of  businesses 
of  various  kinds  and  characters.  The  general  tax  act  now  in  force 
(Act  of  1927  as  amended  by  Act  of  1929)  contains  one  hundred 
and  fifteen  separate  numbered  paragraphs,  arranged  alphabetically 
from  advertising  agencies  to  wood  dealers.  The  act  is  a  curious 
admixture  of  taxes  for  the  collection  of  revenue  and  licenses  which 
are  purely  or  primarily  regulatory  in  purpose,  as  those  on  peddlers, 
pawnbrokers,  merry-go-rounds,  dealers  in  pistols,  dance  halls,  leger- 
demain artists,  billiard  and  pool  tables,  circuses  and  street  carnivals, 
traveling  horse  traders  or  gypsies.  These  are  intermingled  with 
purely  business  taxes  such  as  the  occupation  tax  on   foreign  and 
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domestic  corporations,  the  taxes  upon  insurance  agents,  on  dealers 
in  machinery  and  equipment,  on  stock  and  hond  brokers,  real  estate 
agents,  and  warehouses. 

Not  only  are  all  these  taxes  and  licenses  jumbled  together  in  the 
most  illogical  manner,  with  no  attempt  at  classification,  but  the 
business  taxes  even  on  the  petty  businesses,  with  which  the  act 
deals  in  large  part,  are  crude  and  unscientific.  A  large  proportion 
of  them  produce  very  little  revenue  and  may  be  regarded  as  nuisance 
taxes  pure  and  simple.  The  attempt  at  a  specific  enumeration  of 
businesses  subject  to  tax  or  from  which  a  license  is  exacted  has 
the  effect,  of  course,  of  limiting  the  tax  to  the  specific  lines  men- 
tioned. It  is  doubtless  due  to  this  that  on  each  recurring  enactment, 
the  general  tax  act  embraces  a  number  of  new  licenses  or  taxes, 
the  effort  of  the  legislature  apparently  being  to  embrace  within  its 
provisions  every  new  type  of  business  which  comes  into  being. 

The  taxes  imposed  range  from  a  few  dollars  to  several  hundreds 
of  dollars.  In  some  instances  they  are  at  a  flat  annual  rate,  regard- 
less of  the  volume  of  business  done  or  the  income  therefrom.  In 
other  cases  they  are  graduated  with  reference  to  the  size  of  the 
city  or  town  in  which  they  are  carried  on.  In  still  others  the  tax 
is  determined  by  the  number  of  units  operated,  as  the  tax  on  bar- 
bers, which  is  so  much  for  each  chair.  It  is  perfectly  evident  that 
taxes  imposed  on  any  one  of  these  bases  in  their  actual  operation 
are  most  inequitable.  A  small  business  operating  in  a  large  city 
may  be  called  on  to  pay  several  times  as  much  as  a  large  business 
in  a  small  city,  and  so  with  the  other  methods.  The  Supreme  Court 
of  the  state,  however,  has  in  most  instances  upheld  these  licenses 
under  the  constitutional  power  to  classify  business  taxes  and,  de- 
spite the  inequality  in  actual  operation,  has  held  that  they  do  not 
violate  the  uniformity  clause. 

The  differences  between  the  amount  of  tax  imposed  on  similar 
lines  of  business  is  also  irrational  and  indefensible.  References  to 
a  few  items  may  be  of  interest  not  only  as  illustrations  of  these 
inequalities  but  also  to  indicate  the  kinds  of  businesses  which  are 
subject  to  these  taxes. 

Paragraph  22.  Barber  shops.  $5  for  each  chair  in  use  except 
in  cities  of  less  than  5000,  where  this  tax  is  $2.50  per  chair. 

Paragraph  24.  Beauty  parlors.  For  each  beauty  parlor  or  shop, 
or  manicure  shop,  $25  for  each  place  of  business.  Provided,  this 
tax  shall  not  apply  to  manicure  shops  operated  in  connection  with 
barber  shops. 

Paragraph  49.     Dry-cleaning.     $25  for  each  place  of  business. 

Paragraph  62.  Laundries.  Laundry  and  dyeing  establishments. 
$25  if  not  employing  more  than  five  persons;  $50  if  employing  five 
and  not  more  than  ten;  and  $100  if  employing  ten  or  more. 
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Paragraph  89.  Pressing  clubs.  S5  for  each  place  of  business; 
if  dry-cleaning  is  done,  the  additional  sum  provided  in  para- 
graph 49. 

Paragraph  34.  Cars  operated  for  hire.  For  each  automobile 
operated,  $5  in  towns  less  than  1000  inhabitants;  $10  in  towns  of 
1000  to  5000  inhabitants;  $15  in  towns  or  cities  of  5000  to  15,000 
inhabitants;  $20  in  towns  or  cities  of  15,000  to  30,000  inhabitants; 
$25  in  towns  or  cities  of  30,000  to  50,000  inhabitants;  and  $40  in 
cities  of  more  than  50,000  inhabitants. 

Paragraph  36.  Cars  for  hire — "  Drive-It-Yourself.-'  $150  for 
each  place  of  business,  but  tax  shall  not  exceed  $10  for  each  car 
operated. 

Paragraph  67.  Dealers  in  cash  registers.  $100  for  each  place 
of  business. 

Paragraph  68.  Dealers  in  weighing  or  calculating  machines. 
$25  for  each  place  of  business. 

Paragraph  69.  Dealers  in  adding  machines,  check  protectors  and 
domestic  ice  machines  retailing  for  more  than  ten  dollars :  $25  for 
each  place  of  business  in  towns  of  20,000  or  under;  $50  in  coun- 
ties from  20,000  to  50,000 ;  and  $100  in  counties  of  over  50.000. 

Paragraph  50.     Electrical  contractors.     $25  for  each  county. 

Paragraph  107.  Plumbing,  heating,  steam-fitting  and  tinning  con- 
tractors. In  counties  having  a  city  with  a  population  over  50,000, 
$25;  less  than  50,000  and  over  15,000,  $15;  less  than  15,000,  $10. 

Paragraph  64.     Lightning-rod  contractors.     $10  for  each  county. 

These  are  simply  illustrations  of  the  illogical  differences  to  be 
found  in  the  long  and  detailed  list.  The  explanation  of  these  dif- 
ferences is  the  gradual  growth  through  a  long  number  of  years  of 
this  schedule.  When  any  new  paragraph  was  added,  its  author 
fixed  the  rate  in  accordance  with  his  ideas  of  the  proper  amount 
for  the  particular  business  to  pay,  and  wholly  without  regard  to  the 
amount  exacted  of  very  similar  lines  of  business. 

The  general  tax  act  is  indeed  a  rare  legislative  curio.  It  not 
only  contains,  as  already  mentioned,  licenses  imposed  for  regula- 
tory purposes  under  the  police  power  with  a  series  of  taxes  on 
small  businesses  of  numerous  types,  but  also  the  occupation  taxes 
measured  by  the  capital  stock  of  corporations,  both  domestic  and 
foreign,  and  the  tax  on  insurance  premiums.  It  also  contains  the 
license  taxes  on  professional  occupations.  Paragraph  1  imposes  a 
poll  tax,  and  paragraph  2  an  ad-valorem  tax  to  raise  a  sinking 
fund  for  the  payment  of  the  state's  bonded  indebtedness.  There 
are.  besides,  a  number  of  administrative  provisions  providing  how 
certain  taxes  shall  be  returned  and  paid  and  how  taxes  shall  be 
assessed  on  sleeping  car  and  railroad  equipment  companies,  and  on 
banks  and  certain  other  corporations.  Most  of  these  provisions  are 
continued  from  biennium  to  biennium  without  change,  and  it  would 
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be  hard  to  suggest  a  reason  for  their  re-enactment  in  each  general 
tax  act. 

Besides  the  specific  taxes  imposed  by  the  general  tax  act,  there 
is  also  a  stamp  tax  on  cigars  and  cigarettes,  licenses  on  motor 
vehicles.  and  a  heavy  tax  on  motor  fuels. 

The  General  Assembly  at  its  1929  session  also  adopted  a  tax  on 
gross  receipts,  commonly  designated  the  sales  tax.  but  applicable 
not  only  to  sales,  but  also  to  all  lines  of  business.  This  was  a 
temporary  expedient  adopted  for  the  purpose  of  providing  for  a 
deficit  in  the  state  treasury,  the  act  expiring  by  its  terms  on  Decem- 
ber 31.  1931.  At  the  same  session  there  was  also  enacted  a  tax  on 
net  income,  both  individual  and  corporate. 

It  will  be  seen,  therefore,  that  the  state's  system  of  business 
taxes  consists  of : 

(a)  A  series  of  petty  license  taxes; 

(b)  A  series  of  occupation  taxes; 

(c)  A  tax  on  business  net  income; 

(  d  i   A  tax  on  business  gross  receipts,  which  tax  will  expire  at 
the  end  of  the  present  year. 

With  reference  to  this  system,  if  it  can  be  called  such.  Dr.  Harley 
L.  Lutz.  whose  comprehensive  and  most  illuminating  study  of  the 
Georgia  system  of  revenue  is  our  chart  and  compass  in  all  efforts 
to  improve  the  state  system,  says :  "  The  state  has  built  up  a  series 
of  business  taxes  which  are  illogical,  uncoordinated,  and  in  places 
inequitable."  "  The  general  tax  act  is  a  curious  mixture  of  taxes 
and  licenses,  a  product  of  tradition."  The  slightest  consideration 
of  the  subject  is  sufficient  to  demonstrate  the  correctness  of  his 
characterization. 

The  petty  license  taxes  provided  in  the  general  tax  act  is  a  crude 
and  awkward  method  of  taxing  business.  In  this  state,  where  there 
are  many  small  businesses  and  few  large  ones,  and  where  incomes 
are  also  small,  the  effort  to  reach  these  small  concerns  with  some 
sort  of  tax  seems  necessary  and  is  certainly  justifiable,  but,  as  Dr. 
Lutz  so  well  says :  "  Granting  that  some  kind  of  small-fry  business 
tax  is  necessary,  it  remains  that  the  method  of  the  tax  act  is  not 
the  best  way  of  reaching  them."  His  recommendation  was  that 
the  general  tax  act  should  be  broken  apart  into  sections  into  each 
of  which  should  be  placed  homogeneous  matter.  The  natural  divi- 
sion seems  to  be : 

(Is)  Licenses  primarily  regulatory  rather  than  for  the  purpose 
of  raising  revenue. 

(  2  i  The  more  characteristic  business  taxes,  such  as  the  occupa- 
tion tax  on  capital  stock,  taxes  on  insurance  companies  and  their 
agents,  and  the  taxes  on  small  business  activities  of  one  sort  and 
another. 
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(3)  The  tax  on  professional  occupations  levied  on  account  of 
personal  activities  rather  than  on  merchandising  or  manufacturing 
activity. 

(4)  The  elemination  from  the  act  entirely  of  the  purely  adminis- 
trative features,  which  are  already  included  in  the  code  and  which 
it  is  entirely  unnecessary  to  re-enact  from  year  tc  year. 

Not  only  should  the  various  taxes  be  arranged  in  some  logical 
order,  but  if  the  license  taxes  imposed  on  small  business  activities 
and  merchandising  are  retained  at  all  they  should  give  place  to  a 
tax  applicable  to  all  such  businesses  and  not  merely  to  specific 
enumerated  classes.  And  it  would  seem  that  as  to  these  small  con- 
cerns there  should  be  a  flat  rate  applicable  to  all  such  businesses. 
As  to  the  larger  and  more  important  businesses,  the  tax  should  be 
graduated  according  to  the  volume  of  business  done  rather  than  by 
arbitrary  distinctions,  as  the  size  of  the  town  or  county  in  which 
the  business  is  carried  on,  or  the  number  of  units  employed. 

Perhaps  it  would  be  better  for  the  state  to  withdraw  entirely 
from  the  petty  licensing  field  so  far  as  small  business  activities  are 
concerned,  retaining  only  those  licenses  of  a  regulatory  character 
based  on  the  police  power  in  which  the  raising  of  revenue  is  only 
incidental,  leaving  to  the  municipalities  the  right  to  license  small 
dealers  and  other  business  activities.  If  business  licenses  are  re- 
tained they  should  be  integrated  with  the  other  business  taxes, 
including,  of  course,  the  income  tax.  In  a  state  having  a  relatively 
large  number  of  such  businesses  and  comparatively  few  whose  in- 
come is  above  the  usual  exemption  there  are  cogent  reasons  for 
imposing  such  a  tax  to  be  paid  by  those  business  concerns  whose 
net  income  is  less  than  the  statutory  exemption.  These  businesses 
are  carried  on  under  the  protection  of  the  state  and  receive  all  the 
benefits  derived  from  organized  society.  There  is  no  reason  why 
they  should  not  make  some  contribution  to  the  support  of  the  gov- 
ernment whose  protection  they  enjoy.  If  a  small  flat  rate  is  im- 
posed on  these  whose  income  is  less  than  the  'exemption,  the  burden 
of  government  would  be  widely  distributed;  these  small  businesses 
would  be  better  regulated  and  their  proprietors  would  perhaps  be 
better  citizens;  and  from  this  source  the  state  would  receive  a  sub- 
stantial, though  not  a  large  revenue. 

There  seems  to  be  no  justification  for  the  present  system,  with 
its  gross  and  almost  fantastic  inequalities.  Nor  is  there  any  reason 
in  taxing  one  class  of  small  dealers  when  others  are  exempt.  The 
present  system  is  interesting  as  an  unusual  and  curious  method  of 
business  taxation.     It  has  little  else  to  commend  it. 

Chairman  Morrissett  :  Judge  Park's  paper  on  the  subject  of 
Special  License  Taxes  in  Georgia  was  very  informing.     We  must 
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now  leave  the  State  of  Georgia  and  enter  a  neighboring  state,  the 
State  of  North  Carolina.  The  next  speaker  is  the  Honorable  A.  J. 
Maxwell,  Commissioner  of  Revenue  of  North  Carolina,  who  will 
address  us  on  North  Carolina's  Plan  of  Consolidation,  Retrench- 
ment and  Control  of  Expenditures.  It  gives  me  great  pleasure  to 
present  Mr.  Maxwell. 

A.  J.  Maxwell  (North  Carolina)  :  Mr.  Chairman  and  Members 
of  the  Conference:  It  was  fourteen  years  ago,  I  think,  at  the  annual 
conference  of  the  tax  association  in  this  city,  that  I  had  the  honor 
of  presenting  to  it  a  paper  with  the  pretentious  title  of  a  Model 
System  of  State  and  Local  Revenue,  which  anticipated  entirely 
separate  sources  of  revenue  for  these  two  divisions,  and  with  an 
income  tax  as  the  major  feature  of  state  revenue.  Now,  that 
system  was  put  into  effect  in  North  Carolina,  after  our  constitu- 
tion was  amended  to  permit  it,  and  has  worked  quite  satisfactorily, 
except  that  it  fit  in  with  and  facilitated  the  trend  of  the  times  for 
widening  the  scope  and  gradually  increasing  the  cost  of  govern- 
ment, which  has  run  its  natural  course  until  peihaps  our  present 
situation  is  worse  than  at  first. 

In  the  paper  which  I  will  present  this  morning  there  will  be 
some  slight  reference  to  the  depression.  If  there  is  any  doubt 
about  the  depression,  I  string  along  with  the  observation  of  Eddie 
Cantor  that  if  this  is  not  a  depression,  it  is  the  smallest  boom  that 
he  ever  saw. 

NORTH  CAROLINA'S  PLAN  OF  CONSOLIDATION. 

RETRENCHMENT  AND  CONTROL  OF 

EXPENDITURES 

A.  J.   MAXWELL 
North  Carolina  Commissioner  of  Revenue 

If  the  title  indicated  for  this  discussion,  North  Carolina's  Plan 
of  Consolidation.  Retrenchment  and  Control  of  Expenditures,  carries 
an  inference  that  North  Carolina  has  adopted  a  general  plan  of 
consolidation  of  state  departments,  as  in  New  York  and  Virginia, 
that  inference  is  not  correct.  North  Carolina  did  not  go  as  far  as 
some  states  in  spreading  the  number  of  its  departments,  and  has 
not  undertaken  a  comprehensive  scheme  of  contracting  the  number 
by  consolidation,  although  some  important  work  in  this  direction 
was  accomplished  by  our  recent  General  Assembly. 

The  most  important  changes  made  in  recent  years,  and  particu- 
larly by  our  General  Assembly  this  year,  have  been  in  consolida- 
tions by  absorption  by  the  state  of  functions  formerly  exercised  by 
both  state  and  local  units  of  government:  by  complete  executive 
budgetary  control  of  all  state  expenditures,  and  by  supervisory  con- 
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trol  of  the  use  of  credit  by  all  local  units  of  government  not 
authorized  by  a  vote  of  the  people. 

Our  executive  budget  control  act  was  enacted  in  1925,  and  has 
been  of  great  value,  particularly  in  the  last  two  vears,  in  maintain- 
ing a  relationship  between  revenue  and  expenditures.  Generally 
speaking,  all  appropriations  are  subject  to  its  provisions,  and  can 
only  be  drawn  upon  as  quarterly  allotments  are  made  by  the  direc- 
tor, which  gives  complete  executive  control  of  expenditures.  In 
the  fiscal  year  ending  in  1930  appropriations  were  scaled  in  the 
total  sum  of  $1,424,510,  and  in  the  fiscal  year  ending  June  30th 
this  year  in  the  sum  of  $2,149,554.  After  these  reductions  in  ap- 
propriations made  there  was  still  a  deficit  for  the  biennium  ot 
$2,231,198.  But  for  this  budgetary  control,  however,  there  would 
have  been  a  deficit  of  $5,806,262,  instead  of  the  actual  deficit  of 
$2,231,198. 

Budgetary  control  is  being  exercised  in  an  even  more  drastic 
way  in  the  present  fiscal  year  on  account  of  continuing  shrinkage 
in  revenue  estimates. 

These  figures  show  how  necessary  it  is  to  have  an  effective 
measure  of  budget  control. 

Another  highly  valuable  feature  of  our  budgetary  system  is  that 
it  furnishes,  under  executive  control,  a  competent  department  that 
keeps  in  close  touch  with  the  needs  and  performance  of  all  state 
agencies,  with  comparative  analyses  of  agencies  performing  similar 
services  within  the  state,  and  also  with  the  costs  of  like  service  in 
other  states.  It  is  therefore  of  great  value  in  setting  up  budget 
appropriation  bills,  and  in  advising  legislative  committees.  Such 
an  agency  is  an  essential  part  of  the  big  business  of  every  state, 
and  its  authority  should  be  grounded  in  the  constitution. 

For  several  years  we  have  been  leading  up  to,  and  have  finally 
achieved,  an  effective  control  of  the  use  of  credit  by  counties  and 
municipalities.  Our  first  law  on  this  subject,  several  years  ago, 
created  a  county  government  advisory  commission.  As  its  name 
indicated,  it  was  purely  advisory.  Two  years  ago  there  was  created 
a  bond  and  sinking  fund  commission  with  a  supervisory  control 
over  bond  issues  of  local  governments.  The  purpose  of  this  law 
was  in  large  part  defeated  by  the  exclusion  of  tax  anticipation 
notes  from  the  provisions  of  the  law.  In  experience  it  was  found 
that  an  excessive  amount  of  debt  continued  to  be  created  through 
this  loophole,  creating  the  necessity  for  continuing  approval  of 
bond  issues  to  take  care  of  excessive  quantities  of  these  notes,  with 
default  as  the  only  alternative. 

So  the  recent  legislature  combined  these  two  commissions  into 
one,  with  complete  control  over  the  use  of  credit  by  every  local 
unit  of  government.  No  valid  note  or  bond  can  be  executed  in  any 
sum  by  any  local  government  for  any  purpose  without  approval  of 
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the  local  government  commission   unless   by   a  vote  of   the  people 
and  the  sale  of  all  such  notes  and  bonds  is  handled  by  it. 

It  also  requires  adequate  bonded  protection  of  all  deposits  of 
public  funds. 

The  necessity  for  the  stringent  provisions  of  this  law  relate  to 
the  fact  that,  whereas,  the  constitution  permits  the  use  of  credit 
by  counties  and  municipalities  only  by  "  the  vote  of  a  majority  of 
the  qualified  voters  thereof,"  except  for  a  necessary  expense,  the 
judicial  construction  of  the  term  "  necessary  expense  "  became  in 
the  course  of  time  so  liberalized  that  for  all  practical  purposes  it 
left  unlimited  authority  in  the  governing  board  of  each  of  these 
units  to  create  indebtedness  for  almost  any  purpose  without  a  vote 
of  the  people. 

So  that,  while  the  present  law  may  appear  drastic,  it  in  fact 
imposes  less  actual  restriction  upon  borrowing  by  local  govern- 
ments than  was  originally  intended  and  for  many  years  provided 
by  the  constitution. 

Among  die  more  important  recommendations  to  the  General 
Assembly  for  reorganizing  state  departments  so  as  to  consolidate 
units  of  similar  character  and  doing  related  work  which  the  last 
General  Assembly  enacted,  should  be  listed  the  following : 

The  reorganization  of  the  state  highway  commission.  This 
commission  consisted  formerly  of  a  chairman  and  nine  district 
commissioners.  Each  district  commissioner  had  rather  complete 
autonomy  in  his  district  in  making  decisions  as  to  what  roads  to 
build  and  in  allocating  funds.  Under  the  new  law  the  commission 
consists  of  a  chairman  and  six  commissioners  elected  to  represent 
the  state  at  large.  While  the  old  district  idea  as  between  different 
commissioners  is  completely  broken  down,  the  new  state  highway 
department  in  its  administrative  set-up  is  divided  into  five  districts. 

Another  consolidation  from  which  important  results  are  already 
being  secured  was  in  the  form  of  a  dissolution  and  then  a  consoli- 
dation. Xorth  Carolina  has  had  for  a  number  of  years  a  depart- 
ment of  labor  and  printing.  Except  in  times  of  industrial  stress. 
the  department  devoted  most  of  its  time  to  handling  the  state's 
printing.  The  last  General  Assembly  divided  these  functions  and 
created  a  new  department  of  labor  under  the  directorship  of  the 
former  State  Commissioner  of  Labor  and  Printing  and  consolidated 
with  this  department  the  state  industrial  commission,  which  had 
heretofore  independently  operated  the  workmen's  compensation  law, 
and  also  the  state  child  welfare  commission,  which  had  heretofore 
independently,  under  an  ex-ofticio  board,  handled  the  state  inspec- 
tion work  of  children  and  women  in  industry.  The  new  set-up 
gives  us  a  stronger  department  of  labor,  and  ties  up  in  one  depart- 
ment most  of  the  related  work  that  had  been  heretofore  carried  on 
by  independent  agencies  over  whom  no  very  definite  control  could 
be  exercised  by  any  one  office  or  official  from  the  governor  down. 
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The  handling  of  the  state's  printing  and  purchasing  for  depart- 
ments, which  was  divorced  from  the  commissioner  of  labor,  was 
taken  care  of  by  creating  in  the  office  of  the  governor  a  division 
of  purchase  and  contract  with  the  director  appointed  by  the  gov- 
ernor. This  new  division  has  the  responsibility  of  purchasing  or 
contracting  for  all  of  the  state  purchases  of  materials,  supplies  and 
equipment,  including  printing,  for  general  departments,  for  the 
state  highway  department,  for  the  state  institutions — educational, 
charitable  and  correctional — and  for  the  state  public  school  system. 
The  benefit  of  consolidated  buying  and  of  requiring  competitive 
bidding  has  already  amply  justified  the  consolidation  of  all  pur- 
chasing in  one  office. 

Another  small  consolidation  made  by  the  last  General  Assembly 
was  to  place  the  state  tax  commission,  which  for  the  past  tour 
years  had  been  an  independent  investigation  and  research  unit,  re- 
sponsible to  no  one  except  to  make  a  report  every  two  years  to  the 
governor  to  be  transmitted  to  the  General  Assembly,  as  an  integral 
unit  in  the  state  department  of  revenue.  This  consolidation  was 
quite  easily  made  because  the  same  person  happens  to  be  chairman 
of  the  tax  commission  and  commissioner  of  revenue. 

Other  legislation  that  can  be  thought  of  as  effecting  consolida- 
tions only  in  the  sense  that  it  tended  to  set  up  direct  connection 
between  the  department  in  question  and  the  office  of  governor  was 
the  reorganization  of  the  state  board  of  health  through  a  plan  by 
which  the  appointment  of  the  chief  executive  officer  of  this  board 
must  be  approved  by  the  governor,  and  the  separation  of  the  de- 
partment of  banking  from  the  corporation  commission  and  the 
creation  of  the  office  of  commissioner  of  banks  to  be  appointed  by 
the  governor.  I  have  already  referred  to  the  consolidation  of  the 
county  government  advisory  commission  and  the  state  sinking  fund 
commission  into  the  local  government  commission  with  a  director 
appointed  by  the  governor. 

One  of  the  most  important  consolidations  effected  in  Xorth  Caro- 
lina by  the  last  General  Assembly  was  what  is  called  the  university 
consolidation.  The  General  Assembly  enacted,  on  the  recommen- 
dation of  the  governor,  a  statute  consolidating  and  merging  the 
University  of  Xorth  Carolina  at  Chapel  Hill,  the  Xorth  Carolina 
State  College  of  Agriculture  and  Engineering  at  Raleigh  and  the 
Xorth  Carolina  College  for  Women  at  Greensboro  into  the  Uni- 
versity of  Xorth  Carolina.  It  elected  one  board  of  trustees  for  the 
:onsolidated  institution.  It  provided  for  a  commission  of  twelve 
to  be  appointed  by  the  governor  for  the  purpose  of  working  out 
an  effective  plan  of  executive  control  of  the  three  institutions  and 
developing  plans  for  the  elimination  of  duplication  and  overlapping 
of  departments,  schools  and  courses  at  the  three  institutions  where 
such  duplication  is  expensive  and  where  more  effective  results  can 
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be  secured  by  unification.  This  commission  is  now  conducting  a 
survey  of  the  three  institutions  in  order  to  intelligently  and  fairly 
discharge  its  responsibilities.  I  do  not,  of  course,  know  what  its 
recommendations  will  be,  but  I  am  confident  that  this  consolidation 
will  result  in  a  better  state  program  for  higher  education  and  at  a 
more  economical  cost. 

As  before  indicated,  the  most  important  work  of  our  recent 
General  Assembly  in  the  field  of  consolidation  and  also  in  the  field 
of  retrenchment  in  the  cost  of  public  service  was  in  its  legislation 
with  respect  to  public  roads  and  public  schools.  It  did  some  real 
pioneering  in  these  fields  that  will  be  observed  with  interest  in  its 
results  both  in  our  own  state  and  in  other  states.  These  fields  cover 
the  most  important  branches  of  public  service  both  in  their  intimate 
relations  to  the  people  and  in  their  cost  to  taxpayers. 

As  to  public  roads,  the  state  on  July  1st  of  this  year  assumed 
complete  responsibility  for  the  maintenance  of  every  mile  of  public 
highway  outside  of  municipalities  within  the  state,  and  the  total 
cost  of  such  maintenance  is  provided  for  without  any  tax  on  prop- 
erty. This  eliminated  the  local  organization  set  up  for  maintenance 
of  the  county  highways  in  every  one  of  the  hundred  counties  of 
the  state,  and  in  many  cases  township  organizations  within  the 
counties,  and  all  of  this  responsibility  was  concentrated  in  a  re- 
organized state  highway  commission.  This  broad  policy  was 
adopted  on  two  main  hypotheses : 

First.  That  the  use  of  public  roads  has  come  to  be  so  completely 
a  use  by  automotive  vehicles  that  the  entire  cost  of  maintenance  of 
public  roads  should  be  borne  by  automotive  vehicles  and  not  by  a 
tax  on  property.  The  nearest  to  a  perfect  form  of  tax  that  we 
have  in  this  country  today  is  the  gasoline  tax  in  that  it  is  levied 
for  a  specific  purpose,  the  proceeds  of  the  tax  used  exclusively  for 
the  benefit  of  those  who  pay  it,  and  the  tax  so  levied  that  it  accu- 
rately measures  the  proportionate  benefit  which  each  taxpayer  re- 
ceives from  the  use  of  the  highways.  This  method  of  tax  bears  no 
relationship  to  other  forms  of  sales  tax  where  the  proceeds  of  the 
tax  go  into  a  general  fund  and  the  purchases  of  one  taxpayer  are 
taxed  to  meet  the  tax  obligations  that  should  be  paid  by  another. 
The  fact  that  gasoline  taxes  can  be  enforced  even  against  sales  in 
interstate  commerce,  as  a  toll  for  its  use  on  state-owned  highways, 
is  another  important  distinguishing  characteristic  from  any  other 
form  of  sales  tax.  Our  gasoline  tax  was  increased  to  six  cents  per 
gallon  to  support  this  program. 

Second.  In  theory,  at  least  maintenance  by  the  state  should  be 
carried  on  more  efficiently  and  economically  through  one  state-wide 
organization  than  is  possible  by  one  hundred  separate  county  organ- 
izations. The  maintenance  of  public  roads  has  in  large  part  de- 
veloped into  a  machine  operation  that  falls  far  short  of  maximum 
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efficiency  when  limited  in  its  operation  to  county  or  district  lines. 
The  state  highway  commission  already  had  its  organization  and 
facilities,  reaching  through  every  county  in  the  state  in  the  main- 
tenance of  public  road  mileage  embraced  within  the  state's  system 
of  main  public  highways.  The  spreading  of  this  organization  to 
cover  the  maintenance  of  45,000  additional  miles  of  lateral  lines  is, 
of  course,  a  major  operation.  It  will  require  time  to  demonstrate 
its  practicability  and  efficiency.  In  addition  to  its  superseding  of 
the  one  hundred  county  organizations  it  had  to  take  over  all  of  the 
convict  camps  previously  maintained  by  the  counties.  It  has  to 
reconstruct  these  facilities  on  a  state-wide  plan.  It  took  over  all 
machinery  and  appliances  in  the  hundred  counties  and  has  the 
problem  of  developing  in  its  place  standard  types  of  machinery  and 
equipment  for  the  variety  of  the  work  required  to  be  performed. 
It  is,  in  fact,  a  major  experiment  in  search  of  the  most  efficient 
means  of  carrying  on  one  of  the  most  important  and  expensive 
services  that  government  has  to  perform.  The  operation  in  North 
Carolina  is  set  up  on  a  budget  for  the  next  biennium  of  two  and 
a  half  million  dollars  less  per  year  for  this  state  operation  of  main- 
tenance of  local  roads  than  was  spent  for  this  puropse  by  the  coun- 
ties the  previous  year.  It  is  an  experiment  that  could  not  have 
been  undertaken  with  any  hope  of  success  until  the  state  had  sub- 
stantially completed  its  state-wide  building  program  of  the  main 
lines  of  public  highways. 

PUBLIC   SCHOOLS 

Our  legislation  on  public  schools  is  similar  in  scope  and  char- 
acter to  that  on  public  roads.  The  state  assumed  complete  respon- 
sibility of  the  entire  cost  of  operation  of  all  the  public  schools  of 
the  state  for  the  constitutional  term  of  six  months,  including  pay 
of  all  superintendents,  principals  and  teachers,  maintenance  of  plants 
and  transportation  of  pupils.  The  total  cost  is  in  round  figures 
seventeen  million  dollars  and  the  state  assumes  responsibility  of 
providing  all  of  the  revenue  for  this  purpose  from  sources  other 
than  property  tax  except  a  uniform  fifteen-cent  levy,  based  upon 
1930  tax  valuations  in  each  county  in  the  state,  to  be  collected  in 
the  counties  and  paid  into  the  state  treasury,  and  estimated  to 
yield  between  four  and  four  and  a  half  million  dollars.  Prior  to 
this  year  the  state  contributed  from  revenue  sources  other  than 
property  taxation  six  and  a  half  million  dollars  to  the  cost  of  public 
schools,  which  was  distributed  as  an  equalizing  fund  to  equalize 
the  burden  as  between  the  several  counties  of  the  state  with  rela- 
tion to  their  taxable  wealth.  So  that  under  the  new  law  the  state 
has  to  provide  from  sources  other  than  property  tax  about  six 
million  dollars  of  additional  revenue.  The  state  fixes  the  standard 
of  cost  of  superintendents,  principals  and  teachers,  with  minimum 
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and  maximum  load  factors,  and  a  unit  basis  of  cost  of  transporta- 
tion of  children  to  the  schools,  uniform  in  every  county  throughout 
the  state.  Counties  and  municipalities  have  the  option  to  levy  an 
additional  tax  to  supplement  the  standards  fixed  by  the  state,  and 
of  course  for  the  cost  of  terms  beyond  six  months,  which  obtain 
in  all  counties. 

The  public  road  law  and  public  school  law  combined  relieve  the 
counties  of  burdens  previously  borne  by  them  equal  to  an  average 
tax  levy  of  47  cents  on  each  hundred  dollars  of  taxable  property, 
made  up  in  part  by  a  transfer  of  cost  from  the  local  unit,  based  on 
property  taxation,  to  the  state,  and  in  part  by  a  substantial  reduc- 
tion in  total  amount  of  cost  of  performing  these  public  services. 

As  previously  stated,  the  maintenance  of  local  roads  is  set  up  on 
a  budget  saving  of  two  and  a  half  million  dollars  per  year  as  com- 
pared with  the  previous  cost  to  the  counties.  The  operation  of  the 
public  schools  on  the  present  basis  will  represent  a  reduction  in 
cost  of  this  service  of  between  three  and  five  million  dollars.  An 
exact  figure  cannot  be  made  at  this  time  because  of  some  variable 
elements  and  because  it  is  not  yet  known  the  extent  to  which  the 
state's  standards  of  cost  will  be  supplemented  by  local  units  of 
government. 

The  General  Assembly  also  enacted  a  uniform  reduction  of  10% 
in  the  salaries  of  all  officers  and  employees  of  the  state  and  all  its 
institutions  and  agencies  except  a  limited  number  of  constitutional 
officers  whose  salaries  are  protected  by  constitutional  prohibition 
from  diminution  during  the  term  of  the  holder  of  the  office. 

From  these  recitals  it  will  be  seen  that  the  five  months'  session  of 
our  "  Long  Parliament  "  inaugurated  a  substantial  readjustment  of 
the  total  cost  of  government  and  of  the  total  burden  of  taxation  to 
sustain  it.  It  provided  a  substantial  reduction  in  the  burden  of 
taxation  on  property  and  in  part  at  the  expense  of  an  increase  in 
tax  burden  on  incomes  and  franchises  of  public  utilities  and  do- 
mestic and  foreign  corporations  and  business  license  taxes.  In  my 
judgment  it  has  substantially  gone  the  limit  of  increase  in  tax 
burden  on  business  and  industry  and  that  the  reduction  in  the  total 
cost  of  public  expenditures  is  but  a  substantial  beginning  in  the 
solution  of  the  problem  that  profoundly  changed  economic  con- 
ditions imposed  upon  us.  All  the  ingenuity  and  learning  that  the 
combined  efforts  of  all  the  tax  experts  can  bring  to  bear  on  the 
problem  cannot  construct  tax  systems  that  will  take  from  the  re- 
duced earnings  of  the  people  as  large  a  tax  load  as  is  represented 
by  present  costs  of  government.  After  collecting  taxes  that  consti- 
tute an  unreasonable  burden  under  present  conditions,  we  still  have 
deficits  of  alarming  proportions  throughout  the  country.  The  total 
cost  of  government  was  multiplied  four  times  in  ten  years  in  North 
Carolina  between  1920  and  1930.  and  in  the  countrv  as  a  whole  it 
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was  multiplied  four  times  between  1917  and  1930.  This  tremendous 
increase  in  the  cost  of  government  was  fostered  by  a  delusion  of 
wealth  and  prosperity  that  we  now  know  to  have  been  produced 
by  causes  that  were  both  artificial  and  temporary — a  war  stimula- 
tion, prolonged  by  a  credit  stimulation  that  has  run  its  disastrous 
course,  leaving  us  in  the  gray  dawn  of  the  morning  after  the 
night  before  with  a  problem  of  readjustment  that,  however  dis- 
agreeable it  may  be,  cannot  be  avoided.  The  necessity  for  it  is 
substantially  universal  and  as  imperative  at  Washington  as  in  any 
of  our  state  capitals  or  county-seats.  The  Federal  Government  is 
operating  on  a  deficit  basis  at  the  present  time  at  the  rate  of  two 
billion  dollars  per  year.  Congress  cannot  enact  any  revenue  bill 
that  will  raise  two  billion  dollars  of  additional  revenue  in  this 
prostrate  time  and  enforce  it  with  an  army  with  banners  and 
bayonets,  and  the  threat  of  additional  burdens  of  taxation  by  the 
Federal  Government  hangs  as  the  heaviest  load  over  stabilization 
and  business  recovery  and  a  return  to  conditions  that  permit  normal 
employment  of  labor. 

A  substantial  readjustment  in  the  cost  of  government  and  public 
service  from  top  to  bottom  is  the  challenge  to  our  statesmanship, 
and  a  comprehensive  cooperation  to  this  end  on  the  part  of  the 
people,  the  acid  test  of  our  democracy. 

Chairman  Morrissett:  That  was  most  interesting.  In  hearing 
from  Mr.  Maxwell  on  North  Carolina's  Plan  of  Consolidation,  Re- 
trenchment and  Control  of  Expenditures  we  have  heard  not  only 
from  the  Commissioner  of  Revenue  of  North  Carolina  but  from 
one  who  may  be  the  next  Governor  of  North  Carolina. 

(  Applause.) 

Before  we  begin  a  general  discussion  of  the  three  papers  just 
read.  Doctor  Fairchild  desires  to  make  an  announcement. 

Fred  R.  Fairchild  (Connecticut):  I  wish  only  to  announce 
that  the  Committee  on  Expansion  of  the  National  Tax  Association 
will  meet  this  morning  at  a  quarter  past  eleven  in  Room  629. 

Chairman  Morrissett:  The  secretary  desires  to  make  an  an- 
nouncement. 

Secretary  Query:  In  behalf  of  the  ladies'  entertainment  com- 
mittee I  wish  to  announce  that  the  ladies  attending  the  conference 
will  kindly  assemble  on  the  mezzanine  floor  of  the  hotel  at  11:45, 
and  leave  for  the  Women's  Club  at  12  noon  in  cars  from  the  West 
Peachtree  entrance. 

Now.  this  next  announcement  is  for  the  golf  players.  I  wish  to 
announce  that  the  local  entertainment  committee  has  arranged  a 
golf  tournament,  which  is  now  in  progress,  and  those  desirous  of 
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entering  will  please  sign  up  at  the  East  Lake  Golf  Course.  Players 
can  qualify  any  time  up  to  Thursday  morning.  The  finals  will  be 
played  Thursday  afternoon;  open  to  members  of  the  conference 
only.     There  are  two  trophies  to  be  played  for. 

Xow,  with  respect  to  transportation  matters,  all  those  of  you 
who  hold  certificate-plan  tickets  will  please  turn  tickets  in  at  the 
desk,  after  the  adjournment  of  this  session.  It  is  necessary  for  us 
to  ascertain  if  the  required  number  of  delegates  have  purchased 
tickets  on  this  plan.  If  one  hundred  delegates  have  purchased,  you 
will  be  able  to  purchase  your  return  ticket  at  one-half  fare,  but 
before  the  transportation  companies  will  accept,  we  must  know  if 
we  have  one  hundred  tickets;  so,  sign  your  name  on  the  face  of 
your  certificate  and  leave  it  with  Mr.  Tobie  at  the  registration 
desk.     I  believe  that  is  all. 

Chairman  Morrissett:  Ladies  and  Gentlemen,  we  come  now  to 
a  general  discussion  of  the  three  papers  just  read.  Let  the  Chair 
call  your  attention  to  the  fact  that  these  proceedings  are  being 
stenographically  reported,  and  that  it  is  very  necessary  that  the 
speakers  speak  as  clearly  as  they  can,  and  it  is  suggested  not  only 
for  the  convenience  but  also  for  the  necessity  of  the  reporter  that 
those  speaking  come  to  the  platform,  and  if  the  chairman  does  not 
know  their  names,  to  give  their  names  and  the  states  from  which 
they  come. 

The  meeting  is  now  thrown  open  to  a  general  discussion  of  these 
papers,  and  it  is  hoped  that  this  discussion  will  be  earnest  and 
lively. 

Franklin  S.  Edmonds  (Pennsylvania)  :  Before  discussing  the 
subject  matter  of  the  papers  I  would  like  to  ask  Commissioner 
Maxwell  a  question.  In  his  very  interesting  paper  he  did  not  refer 
I  think,  to  the  question  of  county  consolidation,  and  there  seems  to 
be  a  rumor  floating  around  that  North  Carolina  is  prepared,  in 
order  to  reduce  the  cost  of  local  government,  to  start  consolidation 
of  existing  counties.  May  I  ask  if  Mr.  Maxwell  will  give  us  some 
light  on  that  subject? 

A.  J.  Maxwell  :  Mr.  Chairman,  that  impression  I  think  origi- 
nated from  a  very  comprehensive  survey  of  our  conditions  in  North 
Carolina  that  was  made  by  the  Brookings  Institute.  It  covered  the 
whole  range  of  our  operations,  and  set  up  what  in  their  opinion 
they  would  regard  as  the  best  method  of  doing  the  thing  if  we 
were  starting  over  again,  we  might  say.  And,  in  that  report  they 
did  go  right  extensively  into  the  question  of  county  consolidations. 
There  has  not  been  anything  actually  accomplished  in  that  direc- 
tion in  our  state.  I  am  sure  all  of  you  will  appreciate  the  many 
difficulties  that  surround  that  sort  of  thing;  and  it  is  our  thought 
that  whatever  is  done  in  that  direction  will  have  to  come  from  the 
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counties  themselves,  as  they  see  the  advantage  to  themselves  in 
adopting  that  course.  It  is  a  subject  that  is  being  considered, 
I  know,  by  a  number  of  counties  in  our  state,  but  there  is  no  effort 
or  no  disposition  on  the  part  of  the  state  to  force  that  issue,  but 
to  let  it  work  itself  out  through  the  thinking  of  the  counties  them- 
selves. 

Of  course,  we  have  the  fact  in  North  Carolina,  as  I  presume  in 
most  of  the  states,  that  if  we  were  laying  out  county  lines  origi- 
nally we  would  not  make  any  such  set-up  as  we  now  have.  I  happen 
to  recall  two  county  seats  in  North  Carolina  just  four  miles  apart, 
with  a  beautiful  hard-surfaced  highway  between  them.  Before 
this  highway  system  was  constructed,  there  was  an  impenetrable 
swamp  between  those  county  seats ;  they  were  as  effectually  divided, 
almost,  as  if  the  ocean  were  between  them.  So,  those  county  lines 
were  set  up  that  way  originally  to  meet  conditions  as  they  were. 
Conditions  now  would,  of  course,  permit  very  much  larger  county 
units  than  originally.  That  is  a  condition  that  we  have,  I  assume, 
in  all  of  our  states,  and  will  have  to  work  itself  out  coming  up 
from  the  counties  themselves. 

Roy  G.  Blakey  (Minnesota)  :  I  would  like  to  ask  Mr.  Max- 
well to  explain  how  this  reorganization  resulted  in  a  reduction  of 
school  expenditures.  It  is  clear  that  a  ten  per  cent  cut  in  salaries 
would  effect  some  reduction,  but  what  other  savings  were  made  by 
this  reorganization  ?  I  understand  up  to  the  present  time  the  cost 
of  the  public  schools  has  been  a  local  cost. 

A.  J.  Maxwell:  Supplemented  by  the  state.  That  is  to  say, 
the  state  has  supplemented  the  cost  in,  I  think,  ninety-four  out  of 
one  hundred  counties,  under  the  name  of  equalization.  The  state 
set  up  standards  of  teachers'  salaries,  and  all  that  sort  of  thing, 
but  the  counties  in  a  great  many  cases  went  beyond  those  standards, 
and  they  had  completely  the  proprietary  interest  and  management 
of  the  local  public  schools.  Under  our  present  arrangement  the 
state  has  this  responsibility  primarily,  and  the  local  community  is 
only  secondary.  They  still  can  supplement  if  they  see  fit  to  do  so. 
The  economies  were  effectuated  in  two  right  important  particulars. 
There  was  a  general  salary  reduction  applicable  to  public  school 
teachers,  superintendents,  and  everybody  else,  in  the  same  way  that 
it  was  to  all  state  departments  and  agencies  of  every  kind.  There 
was  also  some  increase  in  the  teacher  load  factor  in  the  common 
schools.  Of  course,  economies  are  effectuated  in  purchasing,  and 
running  through  the  whole  range  there  was  some  rearrangement  of 
supervision,  not  in  an  important  sum ;  but  I  say  the  economies 
combined  will  amount  to  five  million  dollars.  I  have  some  doubt 
as  to  whether  it  will  reach  quite  that  large  amount,  but  certainly 
it  is  a  substantial  reduction. 
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Philip  H.  Zoercher  (Indiana):  1  would  like  to  ask,  do  you 
have  township  government  in  North  Carolina  ? 

A.  J.  Maxwell:  Partly,  yes  and  no,  mostly  no.  We  have  town- 
ships in  North  Carolina,  and  the  only  form  of  township  govern- 
ment that  I  recall  is  to  some  extent  the  township  unit  has  been 
used  as  a  basis  for  local  highway  bonds  or  local  highway  main- 
tenance, or  things  of  that  sort,  but  that  has  been  practically  super- 
seded now.  and  to  all  practical  purposes  there  is  no  such  thing  as 
township  government.     We  have  our  township  lines. 

Edward  P.  Doyle  (New  York )  :  I  want  to  ask  Mr.  Park  a 
question.  You  all  heard  this  story,  but  it  is  very  appropriate  now 
after  hearing  your  statement  as  to  Georgia's  methods  of  taxation. 
A  colored  man  was  standing  on  the  banks  of  a  swiftly-rushing 
river  awaiting  baptism  and  occasionally  a  cake  of  ice  came  down. 
As  his  turn  approached,  he  lost  his  courage,  and  he  said  to  the 
parson,  "I  doesn't  need  any  baptism.''  The  parson  said.  "What 
do  you  mean,  you  don't  need  any  baptism?-'  He  said,  "  I's  been 
baptized."  He  said,  "Where  were  you  baptized?"  He  said,  "In 
the  Methodist  Church."  The  parson  said,  "  That  was  not  baptism, 
that  was  merely  a  dry  cleaning."  I  would  like  to  know  if  Metho- 
dist churches  are  taxed  twenty-five  dollars  a  year  as  are  the  dry- 
cleaning  establishments  in  Georgia;  and  I  would  like  to  under- 
stand, as  to  Mr.  Maxwell's  idea,  whether  reorganization  really 
exists  in  North  Carolina.  An  old  gentleman  was  driving  through 
Virginia  and  saw  a  magnificent  house  with  a  sign  out,  with  a  truth- 
ful statement,  "Tourists  taken  in,"  and  "George  Washington  once 
slept  here."  So,  he  was  taken  up  to  a  beautiful  room  and  shown 
a  bed.  and  the  man  said,  "You  can  sleep  in  this  bed;  this  is  the 
bed  George  Washington  once  slept  in ;  in  fact,"  he  said,  "  Abra- 
ham Lincoln  slept  here,"  and  then  he  said,  "  President  Hoover 
slept  here."  Then  the  old  gentleman  said,  "  Now,  I  know  you  are 
lying ;  I  thought  you  were  lying  when  you  said  Lincoln  slept  here, 
but  I  know  President  Hoover  did  not  sleep  here."  He  said,  "  He 
did  not?  Put  your  hand  under  the  sheet  and  feel  the  depression." 
And.  at  the  same  time,  in  a  country  where  last  year  the  people 
spent  eight  and  one-half  billion  dollars  for  the  upkeep  of  twenty - 
•six  million  automobiles,  and  three  and  one-half  billions  for  lip- 
sticks and  cosmetics  and  beauty  parlors  and  Georgia  barbecues, 
making  altogether  twelve  billions  of  dollars,  or  three  hundred  dol- 
lars apiece  for  forty  million  families — there  cannot  be  very  much 
depression.  Three  hundred  dollars  a  year  would  mean  ten  years 
prosperous  living  for  forty  million  Chinese  families.  Of  course,  it 
is  all  a  question  of  the  standards  of  living.  The  trouble  here,  as 
Will  Rogers  said,  is  that  we  have  the  American  standard  of  living, 
which   is  buying  something  you  don't  need,  with  money  you  have 
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not  got.  We  have  twenty-nine  billions  of  dollars  in  savings  banks 
in  the  country,  nearly  a  billion  in  the  Government  Postal  Savings 
Bank,  and  that  is  three  hundred  dollars  apiece  for  over  one  hun- 
dred million  people;  so  we  cannot  be  very  hard  up.  To  hear 
highly-paid  officials  and  highly-paid  representatives  of  great  insti- 
tutions and  college  professors  talk  about  hard  times  is  ridiculous. 
I  have  not  seen  a  cheap  set  of  golf  clubs  yet,  and  the  golfing  suits 
are  of  exquisite  texture.    It  is  all  a  matter  of  the  standard  of  living. 

Franklin  S.  Edmonds  (Pennsylvania)  :  May  I  ask  Commis- 
sioner Maxwell  another  question :  In  the  plan  of  reorganization  as 
developed  in  North  Carolina,  these  items  of  capital  expenditures 
for  public  schools,  are  they  borne  by  local  government  or  by  the 
state  government,  and  does  the  state  have  any  supervision  thereof  ? 

A.  J.  Maxwell:  The  state  feels  like  it  has  extended  itself  con- 
siderably in  taking  over  the  cost  of  maintenance  and  operation  of 
public  schools.  It  has  left  with  the  local  communities  the  problem 
of  capital  outlay  and  the  debts  they  have  contracted  in  building 
public  school  houses. 

Franklin  S.  Edmonds:  Under  any  supervision  from  the  state? 

A.  J.  Maxwell:  Well,  perhaps  to  some  extent.  A  part  of  the 
capital  outlay  for  public  school  buildings,  or,  I  think,  fifteen  mil- 
lion dollars  of  it,  was  furnished  by  the  state;  that  is  to  say,  the 
state  had  better  credit  than  the  school  districts  and  the  state  issued 
bonds  and  loaned  the  money  to  these  local  districts,  which  is  paid 
in  annual  installments.  To  some  extent  they  were  erected  under 
state  supervision.  As  I  stated,  in  many  cases  the  state  loaned  them 
the  capital  to  do  it  with. 

J.  Frank  Zoller  (New  York)  :  I  think  it  is  good  to  ask  ques- 
tions when  they  arise  in  our  minds.     I  would  like  to  ask  Mr.  Park 
a  question.     Did  I  understand  you  to  say,  Mr.  Park,  the  amount 
that  can  be  assessed  against  real  estate  in  Georgia  is  limited  ? 

O.  A.  Park  :  For  state  purposes,  yes ;  to  five  mills. 

J.  Frank  Zoller  :  Not  for  local  purposes. 

O.  A.  Park  :  No. 

J.  Frank  Zoller:  Do  you  know  how  much  of  the  total  burden 
for  state,  local  and  all  other  districts  is  on  real  estate,  what  per  cent 
is  borne  by  real  estate  in  Georgia  ? 

O.  A.  Park:  Fifty-three  per  cent,  I  think,  is  the  proportion  of 
the  general  property  tax. 

J.  Frank  Zoller  :  What  are  your  total  expenditures  in  Georgia  ? 

O.  A.  Park:  Do  you  want  to  include  the  gasoline  tax  in  there? 
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J.  Frank  Zoller  :  I  want  to  include  all  expenditures,  for  the 
whole  state. 

O.  A.  Park  :  I  don't  think  I  could  tell  you — or  anybody  else. 

J.  Frank  Zoller:  Let  us  assume  it  is  five  million  dollars,  or 
whatever  it  is,  what  part  of  that  five  million  dollars  would  repre- 
sent a  levy  against  real  estate— fifty  per  cent  or  forty  per  cent  or 
thirty  per  cent? 

0.  A.  Park  :  1  think  that  would  be  very  difficult  because  you 
have  to  take  into  account  so  many  different  factors.  For  instance, 
our  gasoline  tax  would  run  way  up.  The  total  expenditures  of 
the  state,  including  this  gas  tax  and  the  tag  taxes  or  license  plates 
would  run  about  thirty  millions  of  dollars  a  year ;  now,  the  total 
amount  of  the  general  property  tax  runs  approximately  six  millions 
of  dollars.  Of  the  six  millions  of  dollars,  real  estate  bears,  I  think, 
about  fifty-three  per  cent.  That  is  about  as  near  as  I  can  give  it. 
Xow,  when  it  comes  to  the  local  taxes,  of  course  nearly  all  of  the 
burden  of  local  taxation  falls  on  real  estate;  and  I  should  say  that 
the  local  taxes  on  real  estate — county,  municipal  and  school  district 
taxes — were  four  or  five  times  as  much  as  the  amount  of  the  state 
tax  on  real  estate. 

J.  Frank  Zoller  :  Thank  you  very  much.  Now,  may  I  ask 
Commissioner  Maxwell  one  question.  I  understood  the  gentleman 
to  say  that  they  had  a  gasoline  tax  now  of  six  cents  a  gallon. 

A.  J.  Maxwell:  Yes,  sir. 

J.  Frank  Zoller:  What  was  the  tax  before  you  raised  it  to  six 

cents  ? 

A.  J.  Maxwell:  Five  cents. 

J.  Frank  Zoller  :  Have  you  noticed  any  falling  off  in  the  rev- 
enue as  a  result  of  increasing  the  tax? 

A.  T.  Maxwell:.  No.  sir;  our  gallonage  is  almost  right  at  the 
same  point  that  it  was  at  this  time  last  year. 

J.  Frank  Zoller:  Thank  you  very  much. 

1.  A.  Acker  (North  Dakota )  :  May  I  ask  Mr.  Maxwell  a  ques- 
tion :  When  you  are  applying  a  gasoline  tax.  I  would  like  to  ask- 
how  you  handle  the  refunds.  Do  you  refund  to  farmers  on 
tractors  ? 

A.  T.  Maxwell:  That  is  an  immensely  troublesome  question, 
gasoline  tax  refunds.  It  has,  of  course,  become  much  more  trouble- 
some as  you  increase  the  rates  of  your  gasoline  tax.  We  had 
prior  to  this  year  a  pretty  wide  range  of  tax  refunds.  There  was 
so  much  abuse  of  it  that  we  undertook  at  the  last  session  of  the 
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legislature  to  eliminate  refunds  entirely.  We  were  not  altogether 
successful  in  doing  that,  but  we  did  restrict  to  a  considerable  extent 
the  purposes  for  which  refunds  are  made,  and  the  regulations  and 
requirements  under  which  they  are  made. 

Xo  one  is  entitled  to  a  refund  unless  they  are  operating  under 
a  permit  from  the  department  of  revenue.  They  pay  a  dollar  for 
that  permit,  to  begin  with,  and  that  license  is  revocable  at  any  time. 
Now,  that  will  have  a  very  salutary  effect  in  requiring  proper 
observance  of  the  law.  I  am  sure  that  any  one  who  has  had  any 
experience  in  this  field  has  been  impressed  with  the  widespread 
abuse  of  gasoline  tax  refunds.  Nearly  every  fellow  who  has  a 
machine  on  which  he  is  entitled  to  refund  on  the  gasoline  used  in 
that  machine  also  has  his  family  automobile,  his  trucks,  and  he 
doesn't  keep  a  bookkeeper,  doesn't  want  a  bookkeeper  in  a  good  many 
cases,  and  most  of  the  gasoline  that  has  been  used  is  used  through 
the  non-refundable  machine.  But,  under  our  new  law  we  have 
very  greatly  reduced  our  gasoline  tax  refunds.  Under  the  old  law 
last  year  our  refunds  were  in  the  neighborhood  of  six  hundred 
thousand  dollars.  That  will  be  cut  to  substantially  less  than  half 
under  the  new  law. 

Franklin  S.  Edmonds  (Pennsylvania)  :  In  answer  to  Mr.  Zol- 
ler's  question,  I  may  say  a  year  or  two  ago  I  was  interested  in 
collecting  the  statistics  of  certain  states  showing  what  percentage 
of  the  total  cost  of  state  and  local  government  was  borne  by  realty, 
that  is,  land  and  improvements ;  my  recollection  is  that  Commis- 
sioner Long  of  Massachusetts  furnished  the  lowest  proportion  on 
realty,  something  like  fifty-one  per  cent,  I  think,  of  the  total  cost 
of  state  and  local  government.  In  Pennsylvania  it  was  sixty-five 
per  cent.  In  a  great  many  states  it  goes  above  seventy  per  cent. 
I  am  inclined  to  think  if  we  could  have  those  figures  for  all  the 
states  in  the  Union,  it  would  probably  reach  a  maximum  of  eighty 
per  cent  for  some  of  the  states.  I  am  inclined  to  the  view  that 
there  are  none  lower  than  Massachusetts  at  fifty-one  per  cent,  for 
that  ratio. 

William  H.  Stauffer  (Virginia)  :  I  believe  we  can  beat  that. 
Last  year  I  made  an  inquiry  to  find  what  percentage  of  the  total 
state  and  local  taxes  collected  in  Virginia  represented  real  estate 
taxes  and  found  it  was  forty-one  per  cent. 

Franklin  S.  Edmonds:  I  am  very  glad  to  hear  that.  It  seems 
to  me  there  is  where  we  have  a  fight,  to  see  that  the  states  low  in 
their  percentage  on  realty  are  progressive  in  their  ideas  of  taxation. 
Mr.  President,  I  would  like  to  ask  two  questions  of  the  gentleman 
from  Georgia,  who  favored  us  with  the  exposition;  I  would  like 
to  ask  in  the  first  place,  whether  Georgia,  which  has,  I  think,  one 
hundred   and   sixty-six    counties,    has    considered   the   question    of 
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county  consolidation,  with  a  view  toward  decreasing  the  expense 
of  local  government;  and  then,  I  would  like  to  ask,  second,  if  some 
one  from  Georgia  will  not  tell  us  about  Georgia's  experience  with 
the  sales  tax  or  the  gross  output  tax.  to  which  reference  was  made, 
particularly  with  reference  to  the  fact  as  to  whether  or  not  inter- 
state shipments  interfered  with  their  collections  on  that  tax.  Those 
two  questions  I  would  like  to  have  discussed,  as  it  perhaps  may 
enlighten  me. 

O.  A.  Park  :  Mr.  Chairman.  Georgia  hasn't  one  hundred  and 
sixty-six  counties,  we  have  only  one  hundred  and  sixty-one.  That 
is  a  greater  number  perhaps  than  any  state  in  the  Union;  it  is 
more  than  Texas  has,  and  Texas  is  about  five  times  as  large  as  we 
are.    We  claim  we  are  leading  the  world  on  the  number  of  counties. 

There  has  been  a  very  considerable  agitation  of  the  question  of 
reducing  this  number  of  counties.  It  has  amounted  very  largely 
to  agitation  only,  up  to  this  time.  I  may  sa\  that  at  the  last 
session  of  the  General  Assembly  a  resolution  was  offered  to  appoint 
a  commission  or  a  committee  of  the  Assembly  to  consider  the 
problem,  during  the  vacation,  and  report  to  the  next  session,  and 
it  was  tabled  almost  as  quickly  as  it  was  offered,  so  that  you  see 
how  much  interest  is  being  awakened  in  the  governmental  forces 
on  this  subject.  Xow,  there  is  a  small  beginning  being  made  in 
this  question  of  consolidation.  Not  long  ago  one  of  the  adjoining 
counties  to  Fulton  voted  to  combine  with  Fulton  County,  and 
Fulton  accepted  the  overtures,  and  those  two  counties  are  to  be 
merged— Fulton  and  Campbell — Fulton  being  the  county  in  which 
Atlanta  is  situated;  on  the  first  of  January  next.  Another  county. 
Milton,  just  north  of  Atlanta,  has  also  made  overtures  for  consoli- 
dation, and  by  a  very  large  majority  vote  has  decided  to  merge 
with  Fulton  County,  and  Fulton  votes  on  that  question  tomorrow. 

These  are  the  only  definite  consolidations  that  have  been  at- 
tempted. There  are  a  good  many  suggestions  of  the  merging  of 
Fulton  with  the  neighboring  county  of  DeKalb;  and  down  in  the 
central  part  of  the  state  several  grand  juries  have  recommended 
the  merging  of  various  counties  with  other  contiguous  counties; 
but  so  far  it  has  only  amounted  to  grand  jury  recommendations 
and  public  discussions,  without  any  official  action  being  taken  on 
the  part  of  any  governing  body. 

For  my  own  part,  I  think  the  most  crying  need  in  this  state  is 
the  consolidation  of  some  of  these  numerous  counties.  Many  of 
them  are  so  small  that  they  cannot  perform  any  of  the  govern- 
mental functions  scarcely  at  all.  We  were  told  by  Mr.  Maxwell 
of  county  sites  four  miles  apart,  because  of  impenetrable  swamps. 
We  have  them  four  miles  apart  without  any  impenetrable  swamps, 
and  with  no  possible  excuse  or  reason  for  existing.  While  this  is 
simply  agitation  up  to  the  present  time.   I  do  think   that  many  of 
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our  counties  are  getting  so  poor  and  having  so  much  difficulty  in 
functioning  at  all  that  it  will  not  be  long  before  they  will  all  be 
merged. 

Philip  II.  Zoercher  (Indiana)  :  Do  you  have  township  gov- 
ernment ? 

O.  A.  Park  :  No,  sir,  we  do  not.  We  have  no  townships  in 
Georgia.  Our  counties  are  divided  into  militia  districts.  Under 
the  old  militia  system  the  county  was  cut  up  into  small  districts, 
supposed  to  be  large  enough  to  furnish  a  captain  and  one  hundred 
men  for  a  militia  company,  and  we  still  retain  the  militia  districts. 
The  old  G.  M.,  or  Georgia  militia,  is  the  way  we  divide  them  up, 
although  the  militia  itself  has  long  since  ceased  to  be. 

The  only  thing  we  have  in  the  way  of  a  real  governmental  unit 
is  the  local  school  district.  This  functions  in  the  counties;  there 
being  numerous  local  school  districts.  These  districts  have  charge 
of  the  building  of  school  houses,  to  a  considerable  extent,  and  fre- 
quently levy  a  tax  for  the  support  of  the  school  in  the  particular 
district.    That  also  is  a  great  evil  that  ought  to  be  done  away  with. 

Philip  H.  Zoercher:  Do  these  school  districts  employ  the 
teachers  and  provide  for  the  expenses  of  the  schools,  or  is  that 
done  by  the  county  ? 

O.  A.  Park  :  No,  that  is  largely  done  by  the  county,  although 
we  do  have  a  number  of  independent  school  districts  that  are  under 
separate  superintendence  from  the  county  superintendent,  and  where 
they  function  as  entirely  separate  units.  That  is  true  with  a  good 
many  of  the  towns ;  I  don't  mean  townships,  in  that  sense,  but  the 
villages  or  smaller  towns  throughout  the  state  are  incorporated  as 
separate  independent  school  districts,  voting  their  own  superintend- 
ent, their  own  principals  and  their  own  schools,  and  being  respon- 
sible for  the  management  of  the  schools,  without  any  jurisdiction 
over  them  being  exercised  by  the  county  school  authorities. 

H.  S.  Hicks  (Illinois)  :  Are  there  any  one-room  school  districts? 

O.  A.  Park  :  That  is  not  true  with  regard  to  these  districts  I 
spoke  about  a  while  ago.  There  are  over  twelve  hundred  of  these 
districts  throughout  the  state.     One  county  has  forty. 

H.  S.  Hicks:  Are  there  any  one-room  school  districts? 

O.  A.  Park  :  Well,  there  are  still  a  few  of  those  small  schools, 
but  I  should  say  that  we  are  getting  away  rather  rapidly  in  Georgia 
from  the  one-room  school.  Nearly  all  of  our  schools  now  are  con- 
solidated schools,  and  are  bringing  the  pupils  to  the  schools  with 
transportation  furnished.  Now,  I  may  be  going  a  little  too  strong 
on  that.  But,  we  are  getting  awav  from  it.  I  think  perhaps  there 
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are  still  a  good  many  of  the  one-room  schools.     I  am  going  to  let 
Air.  Xorman  answer  the  question  about  the  sales  tax. 

Philip  H.  Zoercher:  Do  those  eleven  hundred  districts  that 
you  have  levy  a  separate  tax? 

O.  A.  Park  :  Yes. 

Philip  H.  Zoercher:  Do  they  levy  a  tax? 

O.  A.  Park  :  Yes,  most  of  them  do  levy  a  separate  tax,  not  all 
of  them.  Some  of  them  do.  however.  You  see.  the  county  has  a 
tax  for  school  purposes,  then  these  independent  districts  supple- 
ment the  county  tax  and  levy  an  independent  tax. 

Philip  H.  Zoercher:  As  to  consolidation,  you  are  committed  to 
that,  although  you  think  it  ought  to  be  done  later. 

O.  A.  Park  :  Absolutely  I  am  committed  to  that. 

Charles  D.  Rosa  (Wisconsin)  :  May  I  ask  Air.  Park  if  there 
has  been  any  extended  research  made  in  Georgia  into  the  finances 
of  these  organizations  to  see  what  they  spend  their  money  for  and 
what  the  benefit  would  be  from  consolidation  ? 

O.  A.  Park:  You  mean  the  counties? 

Charles  D.  Rosa  :  Yes. 

O.  A.  Park  :  No,  there  has  not.  We  tried  very  hard  to  arouse 
some  interest  in  that,  in  order  to  get  some  funds  to  do  that  work, 
to  put  a  research  man  on  it,  but  we  have  not  been  able  to  do  it. 

Charles  D.  Rosa:  In  Wisconsin  we  have  complete  financial 
statements  rendered  not  only  by  our  counties  but  by  all  of  our 
municipalities  to  the  tax  commission.  We  find  in  studying  those 
financial  statements  that  it  is  a  grave  question  whether  there  is 
going  to  be  any  saving  whatever  in  governmental  expenses  by  con- 
solidations of  counties  or  of  towns  in  our  state.  You  will  find 
that  the  big  items  in  the  expenditures  of  all  of  our  governmental 
subdivisions  are  two.  one  is  highways  and  the  other  is  schools ; 
and  the  expenditures  for  those  governmental  functions  which  would 
be  wiped  out  by  consolidation,  which  could  be  saved,  are  so  small 
that  in  the  case  of  counties,  for  instance,  it  would  be  eaten  up 
entirely  by  the  additional  mileage  that  is  allowed  members  of  county 
boards.  We  think  that  the  first  step  in  the  question  of  consolida- 
tion of  local  governmental  units,  whether  they  be  counties  or 
whether  they  be  towns,  villages  or  cities  or  any  of  the  other  lesser 
governmental  jurisdictions,  must  first  of  all  be  an  exhaustive,  open- 
minded  research  into  the  proposition  of  what  those  governmental 
subdivisions  spend  their  money  for.  I  was  just  curious  to  know 
if  Georgia  had  taken  what  we  in  Wisconsin  consider  the  first  and 
fundamental  step  in  this  proposition. 
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O.  A.  Park  :  Xo,  sir,  we  have  not  taken  any  step  in  the  right 
direction,  as  I  think.  Will  you  be  good  enough  to  tell  me  how- 
many  counties  you  have  in  Wisconsin  ? 

Charles  D.  Rosa:  We  have  seventy-one  counties  in  Wisconsin, 
and  we  have  twelve  hundred  and  seventy-nine  towns.  The  town 
in  our  state  is  a  municipal  corporation,  on  identically  the  same 
footing  as  the  village  and  the  city.  The  territory  of  the  state  is 
divided  into  three  types  of  municipalities.  The  county  is  a  unit 
of  government  that  is  separate  and  distinct  from  the  town,  and 
covers  the  state,  of  course,  with  another  governmental  organization. 
The  counties  have  come,  in  our  recent  road-building  program,  to  be 
very  important  governmental  units,  and  they  raise  and  expend 
something  like  fifty-five  millions  of  dollars  a  year;  and  the  amount 
of  expenditure  in  those  governmental  functions  that  would  be 
wiped  out  by  consolidation  is  almost  infinitesimal  compared  with 
the  total  amount  that  they  expend. 

O.  A.  Park  :  Suppose  you  had,  though,  more  than  twice  as  many 
counties  as  you  have  now,  would  you  still  think  that  you  ought  not 
to  consolidate  them  or  that  no  good  would  be  accomplished  by  con- 
solidating them? 

Charles  D.  Rosa:  That  depends  entirely  upon  the  govern- 
mental functions  that  these  subordinate  branches  of  government 
exercise.  In  our  state,  for  instance,  the  town,  as  a  unit  of  terri- 
tory in  the  country  districts,  takes  care  of  the  assessment  problem 
and  the  levying  of  taxes,  not  only  for  their  own  uses  but  also  for 
the  school  districts  and  for  the  county  and  the  state,  and  they  are 
important  units  of  government.  Now,  if  your  county  here  has  to 
perform  those  essential  functions  of  government,  it  is  very  prob- 
lematical in  my  mind  whether  you  are  going  to  go  forward  or 
backward  by  consolidation.  For  instance,  the  question  of  the 
assessment  of  property  in  a  town  is  an  important  one  in  Wisconsin, 
and  instead  of  recommending  consolidations  of  towns,  during  most 
of  the  time  that  I  have  been  on  the  commission  my  attitude  has 
been  exactly  opposite,  because  we  find,  while  we  have  no  towns  that 
are  too  small  to  efficiently  function  as  governmental  units,  we  do 
have  towns  that  are  too  large  to  efficiently  function  as  govern- 
mental units.  So,  to  repeat  what  I  said  in  answer  to  your  ques- 
tion, the  whole  question  is.  first  of  all,  a  question  of  finances,  and. 
second,  it  is  a  question  of  the  governmental  functions  entrusted  to 
the  care  of  these  subordinate  branches  of  government:  and  if  you 
are  going  to  get  anywhere,  in  my  judgment,  toward  a  suitable 
solution  of  that  problem,  you  will  have  to  buttress  or  build  your 
procedure  upon  research  into  the  two  things — finances  and  the  gov- 
ernmental functions  of  those  subdivisions. 
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O.  A.  Park  :  I  am  particularly  glad  to  have  this  additional  light 
on  the  question,  and  I  fully  agree  with  you  as  to  the  necessity  of 
a  survey  in  order  to  determine  just  what  these  counties  are  doing. 
We  have  counties  in  Georgia,  however,  with  less  than  three  thou- 
sand people  in  them,  and  with  less  than  one  million  dollars  of  tax- 
able wealth ;  and  to  have  a  county  attempting  to  function  on  that 
sort  of  basis,  I  do  not  see  how  you  can  expect  any  sort  of  efficient 
government  with  that  sort  of  a  set-up. 

Charles  D.  Rosa:  I  will  say  again  that  depends  altogether 
upon  what  you  are  leaving  to  your  counties  to  do  in  the  field  of 
government. 

O.  A.  Park:  You  are  correct  about  that,  but  I  doubt  if  any  of 
the  states  have  a  more  independent  set  of  counties  than  we  have, 
and  it  may  be  questionable  whether  they  should  be  allowed  to  run 
their  affairs  according  to  their  own  sweet  wills,  and  to  govern 
themselves  more  in  accordance  with  their  own  notions  than  we 
think  here  should  be  done;  or  that  there  should  be  exercised  as 
little  control  over  them  as  we  attempt  here.  We  sat  here  with 
open-mouthed  amazement  when  we  heard  what  Xorth  Carolina  was 
doing  in  regard  to  controlling  local  affairs.  We  do  not  do  any- 
thing like  that  here  in  Georgia.  Our  whole  interest  is  maintaining 
the  county  at  the  expense  of  the  state.  I  might  say  right  in  that 
connection,  that  while  we  have  one  hundred  and  sixty-one  counties 
in  the  state,  one  hundred  and  fifty-four  of  them  get  more  money 
out  of  the  state  treasury  than  they  put  into  it. 

Charles  D.  Rosa  :  May  I  ask  you  where  the  state  gets  that 
money  from  ? 

O.  A.  Park  :  It  gets  it  from  all  over  the  state,  principally  out  of 
Atlanta,  and  the  other  cities.  That  is  where  a  large  part  of  it 
comes  from.     One-quarter  of  it  comes  from  Atlanta. 

Charles  D.  Rosa  :  While  I  am  on  my  feet  I  would  like  to  ask 
the  gentleman  from  North  Carolina  a  question  or  two  about  the 
finances  of  schools  and  roads  in  the  state.  As  I  understood  him, 
they  expect  to  make  a  saving. 

A.  J.  Maxwell:  The  gentleman  has  had  some  experience  with 
those  questions  before,  I  see. 

Charles  D.  Rosa  :  In  both  of  those  fields.  Now,  I  would  like 
to  ask  where  they  expect  to  get  the  money  to  carry  on  the  road 
program  that  they  have  relieved  the  counties  from  carrying  on,  or 
do  they  intend  to  curtail  their  road  program  ? 

A.  J.  Maxwell:  Expect  to  get  it  from  our  gasoline  tax.  Prior 
to  two  years  ago  we  levied  a  four  cents  gasoline  tax.  Two  years 
ago  our  tax  commission  recommended  this  program  that  we  have 
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now  adopted.  In  lieu  of  that  they  increased  the  gasoline  tax  from 
four  to  five  cents,  and  distributed  the  additional  one  cent  to  the 
counties,  to  be  used  by  them  either  in  maintaining  their  local  roads 
or  using  it  on  their  local  road  debts.  Then,  our  last  legislature  in- 
creased the  tax  to  six  cents,  retaining  the  one  cent  that  it  had 
formerly  distributed  to  the  counties,  and  the  additional  one  cent  is 
a  fund  for  the  maintenance  of  local  roads.  The  cost  of  main- 
tenance of  local  roads  by  the  counties,  the  previous  year,  was  eight 
and  one-half  millions  of  dollars,  in  round  figures.  We  have  bud- 
geted for  that  purpose  this  year  six  millions  of  dollars  and  expect 
to  do  the  job  with  that  sum. 

Charles  D.  Rosa  :  What  is  the  total  amount  received  in  the 
state  from  the  gas  tax  ? 

A.  J.  Maxwell  :  Oh.  about  twelve  million  dollars. 
Charles  D.  Rosa:  What  is  your  total  road  program? 

A.  J.  Maxwell:  Let  me  see;  our  total  road  revenue  is  about 
twenty  millions  of  dollars.  I  am  answering  in  round  figures,  off- 
hand. 

Charles  D.  Rosa:  Does  that  come  entirely  from  the  gas  tax? 

A.  J.  Maxwell:  Gas  and  automobile  license  taxes. 

Charles  D.  Rosa  :  How  large  a  road  program  do  you  have 
measured  in  dollars  ? 

A.  J.  Maxwell:  Well,  it  is  measured  in  dollars  by  our  twenty 
million  dollars  of  highway  revenue. 

Charles  D.  Rosa  :  That  is.  you  spend  twenty  million  dollars 
and  no  more  ? 

A.  J.  Maxwell:  Yes.  and  we  spend  a  part  oi  that  in  maintain- 
ing our  capital  set-up  for  roads  also.  Of  course,  there  is  in  addi- 
tion to  that  the  federal  fund  that  we  participate  in.  That  is  in 
addition  to  the  figures  I  mentioned. 

Charles  D.  Rosa  :  Prior  to  this  recent  enactment  by  your 
legislature,  did  the  county  spend  money  on  roads  also? 

A.  J.  Maxwell  :  Oh.  yes ;  the  state  had  in  its  state  system  about 
nine  thousand  miles  of  main  highway,  and  the  counties  had  about 
forty-five  thousand  miles  of  local  roads.  I  think,  however,  that 
something  like  eighty  odd  per  cent  of  traveled  mileage  was  on  the 
state  highways,  so  you  can  see  that  while  the  great  preponderance 
in  mileage  was  the  local  roads,  the  larger  expense  was  on  the 
state  roads. 

Charles  D.  Rosa  :  Perhaps  I  do  not  make  myself  clear.  Does 
the  expenditure  of  North  Carolina  for  highways,  county  and  town 
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or  any  other  local  municipal  subdivision,  plus  the  state  expenditures, 
amount  only  to  twenty  million  dollars? 

A.  J.  Maxwell  :  I  am  not  quite  sure  of  my  figures.  I  am  not 
good  at  carrying  those  figures  in  mind.  Perhaps  twenty  million 
dollars  was  the  figure  before  we  added  the  additional  one  cent; 
and  then  in  addition  to  that  we  have  the  federal  aid. 

Charles  D.  Rosa:  I  have  no  thought  of  trying  to  confuse  you 
about  the  matter;  I  am  just  asking  for  information. 

A.  J.  Maxwell:  I  am  trying  to  give  it. 

Charles  D.  Rosa  :  Because,  in  our  state  we  put  into  highways 
in  a  year  very  much  more  than  it  is  possible  to  secure  from  our 
license  fees  and  our  gas  tax.  True,  our  gas  tax  is  only  four  cents, 
and  until  very  recently  was  only  two  cents,  but  we  obtained  from 
the  gas  tax  in  1929  about  eight  million  dollars,  and  in  license  fees 
about  twelve  million  dollars,  making  a  total  of  twenty  million  dol- 
lars, while  in  that  year  we  put  into  highways  in  the  state  just  a 
trifle  over  seventy  million  of  dollars. 

A.  J.  Maxwell:  Of  course,  you  are  counting  their  capital  con- 
struction cost. 

Charles  D.  Rosa  :  Yes,  but  capital  construction  must  be  taken 
care  of. 

A.  J.  Maxwell:  We  have  practically  our  construction  costs 
back  of  us.  YYe  are  pretty  much  completing  our  system  of  high- 
ways on  bond  issues,  but  that  is  principally  back  of  us.  Our  new 
construction  amounts  are  duplicating  our  federal  allotment. 

Charles  D.  Rosa  :  How  are  you  going  to  retire  the  bonds  ? 
Would  that  be  by  taxes  on  property  ? 

A.  J.  Maxwell  :  We  are  paying  the  interest  and  amortization 
on  the  highway  bonds  out  of  our  highway  funds. 

Charles  D.  Rosa  :  Which  is  the  twenty  million  dollars  derived 
from  license  fees  and  gas  taxes. 

A.  J.  Maxwell:  Yes.  I  would  like  to  ask  you  a  question,  if  I 
may.  I  was  interested  in  the  fact  that  you  made  a  survey  of  this 
county  consolidation  proposition  and  the  information  you  furnished 
with  respect  to  it.  I  wondered  if  you  also  investigated  this  fur- 
ther phase  of  it,  the  additional  capital  expenditure  that  would  be 
required  by  county  consolidation.  Would  there  not  in  almost  every 
case  be  the  necessity  for  additional  capital  expenditure  to  provide 
in  the  one  county  the  facilities  for  the  larger  ai'ea? 

Charles  D.  Rosa:  That  is  a  question,  unless  you  intended  to 
use  your  two  old  courthouses,  because  the  additional  business  that 
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would  be  carried  on  in  the  courthouse  of  the  consolidated  counties 
would  in  every  instance,  I  think,  in  Wisconsin  overrun  our  old 
courthouses.  You  might  just  simply  eliminate  one  sheriff,  one 
register  of  deeds,  but  the  deputies  that  you  would  have  to  take  on 
to  take  care  of  the  business  would  eat  up  any  saving  that  you 
would  have  in  that  particular;  so,  I  am  very  much  convinced — so 
far  as  our  own  state  is  concerned  I  know  it  to  be  a  fact — that  no 
system  of  consolidation  of  subordinate  governmental  units  is  going 
to  be  financially  advantageous  at  all. 

Let  me  make  an  illustration  that  just  comes  to  mind,  of  one 
town  in  the  northern  part  of  our  state,  in  Oneida  County,  which 
has  three  governmental  townships  in  it,  and  raises  approximately 
each  year  something  like  forty  thousand  dollars  in  taxes.  Not  long 
since  I  was  in  the  town  holding  a  hearing  on  an  application  for 
reassessment  of  the  town.  The  chairman  of  the  town  is  a  Slo- 
vanian,  a  very  capable  fellow.  He  does  not  talk  very  good  Eng- 
lish, but  he  knows  what  he  is  doing.  At  the  conclusion  of  the 
hearing  I  asked  him  to  sit  down  with  me  and  see  if  we  could  not 
figure  out  some  way  to  reduce  the  tax  burden  upon  that  town, 
because,  as  I  said  to  him,  there  isn't  any  question  in  my  mind  that 
it  is  too  heavy  for  his  people  to  carry.  So,  wc  sat  down  to  talk 
the  situation  over.  They  have  three  governmental  townships,  strung 
out  for  eighteen  miles,  which  is  the  area  of  the  town.  First  of  all 
the  town  could  not  be  assessed  by  one  man — absolutely  impossible — 
and  make  an  equitable  and  legal  assessment.  As  a  consequence  of 
that,  a  reassessment  under  the  order  of  the  commission  was  neces- 
sary. But,  as  I  recall  the  figures  now  roughly,  the  town  had  a 
local  town  tax  approximately  nine  thousand  dollars,  and  it  had  a 
school  tax  of  twelve  thousand  dollars,  that  is,  the  taxes  of  the 
school  districts  in  the  town  that  the  town  had  raised  aggregated 
twelve  thousand  dollars.  I  said  to  the  chairman,  "  John,  isn't  it 
possible  for  you  to  cut  down  this  school  expenditure?"  He  turned 
to  the  map  and  he  showed  me  the  settlements  in  that  sparsely-settled 
town,  and  after  he  got  through  showing  me  ten  isolated  points 
where  they  had  to  maintain  a  public  school,  I  gave  in  and  said, 
"  Probably  your  twelve  thousand  dollars  is  not  exorbitant."  Then, 
the  town  tax  of  nine  thousand  dollars  was  largely  consumed  in 
building  and  maintaining  roads  to  those  isolated  school  points ;  and 
if  you  were  going  to  have  consolidation,  those  roads  would  have  to 
be  built  in  a  hurry  and  much  better  than  they  are  built,  if  you 
could  carry  on  consolidated  schools  at  all.  So,  I  waived  that  ques- 
tion. Then  I  said  to  him,  "'  Here  is  eleven  thousand  dollars  of 
county  tax  upon  this  town ;  now,  you  are  a  member  of  the  county 
board  and  you  ought  to  try  to  cut  that  down."  He  said,  "  Do  you 
know  so  and  so?"  I  said,  "Yes."  He  said,  "Well,  you  know  be 
runs  a  boys'  camp  over  on  Lake  So  and  So."     I  said,  "  Yes."     He 
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said.  '"  You  know  his  wife  runs  a  girls'  camp  over  on  another  lake." 
"  Yes.  I  know  that."  He  said.  "  Of  course,  they  have  to  have  fine 
roads  to  get  the  boys  and  girls  to  those  camps."  And  then  he 
asked  me  if  I  knew  so  and  so.  I  said  I  did  not.  "Well,  he  has  a 
grocery  store  and  a  filling  station,  etc.,  up  in  a  certain  part  of  the 
town,  and  of  course  the  roads  have  to  be  built  by  his  store  and 
filling  station  to  promote  his  business."  He  mentioned  half  a 
dozen  more,  and  he  said,  "  I  told  them  we  could  not  go  on  with 
this  thing,  and  they  said,  'John,  sit  down,  you  are  just  a  damned 
fool.'  "  Xow.  that  is  your  problem  in  Wisconsin  and,  I  take  it. 
with  modifications,  is  your  problem  everywhere,  that  governmental 
expenditures  arise  largely  out  of  those  two  functions,  that  we  are 
just  clamoring  for  everywhere,  and  we  won't  take  "  Xo  "  for  an 
answer,  and  that  is  building  highways  on  which  to  run  our  auto- 
mobiles and  building  schools  to  expand  our  system  of  education. 

Milbank  Johnson  (California)  :  There  seems  to  be  a  persis- 
tent effort  here  to  try  to  ascertain  the  relative  burden  borne  by 
real  estate  as  against  the  rest  of  the  cost  of  government,  and  you 
are  always  comparing  your  state  taxes  and  the  total  amount  col- 
lected in  the  state  with  the  amount  paid  by  real  estate.  I  think  that 
you  overlook  the  real  burden  of  the  taxpayer  in  forgetting  to  in- 
clude the  supply  for  our  ten-billion-dollar  Congresses  that  are  run- 
ning in  Washington  every  year.  I  read  recently  of  an  effort  made  by 
the  United  States  Chamber  of  Commerce  to  ascertain  the  entire  tax 
burden  borne  by  the  people  of  the  United  States,  including  of  course 
all  the  revenues  received  by  the. Federal  Government  and  paid  by 
the  taxpayers — the  taxpayers  in  the  states  and  local  governments — 
and  while  it  is  a  very  long  table,  and  I  won't  go  into  the  question 
of  the  different  amounts,  the  end  product  of  that  study  was  that 
real  estate  bore  about  thirty-two  per  cent  of  the  entire  cost  of  gov- 
ernment in  the  United  States.  That  is  practically  one-third  of  the 
entire  cost  of  government.  I  don't  believe  that  any  local  estimate 
disregarding  the  federal  tax  would  be  a  fair  estimate  of  the  burden 
on  different  forms  of  property.  That  covers  the  whole  cost  of 
government  in  the  United  States,  one-third  of  which  is  borne  by 
real  estate. 

There  seems  to  be  a  policy  all  over  the  United  States  of  trying 
to  gain  sympathy  for  real  estate,  and  it  reminds  me  a  good  deal 
of  the  olden  days  that  you  read  about  in  ancient  history.  They 
have  had  these  troubles  ever  since  the  days  of  Babylon.  They  have 
taxed  different  forms  of  property  and  they  finally  divided  property 
into  two  forms,  tangible  and  intangible.  The  intangible  form  was 
pretty  nearly  that  form  that  was  hard  to  catch,  and  hard  to  see, 
and  hard  to  tax,  and  then  the  tangible  form  was  usually  principally 
real    estate,    which    was    a   physical    object.      Xow.    if    any    of   you 
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gentlemen  who  are  experienced  tax  administrators  here  expect  to 
substitute  for  the  tangible  taxes  a  very  large  percentage  of  taxes 
by  intangible  taxes,  you  certainly  have  a  source  of  surprise  for 
yourselves,  because  the  intangible  tax  has  the  habit  of  disappear- 
ing, or  the  property  that  is  intangible,  and  it  will  disappear,  and 
it  is  easy  to  move,  and  finally  is  lost.  I  think  we  ought  to  take 
this  whole  question  of  the  tax  burden  borne  by  the  people  of  the 
United  States  and  see  what  proportion  of  that  burden  is  paid  by 
our  real  property  and  what  proportion  is  paid  through  other  means. 
Let  us  not  take  for  instance  only  a  county  itself,  which  has  no 
source  of  income  except  an  ad-valorem  tax,  and  then  try  to  show 
the  remarkable  percentages  that  the  real-estate  men  try  to  show, 
that  their  property  is  suffering.  About  two-thirds  is  borne  now  by 
other  forms  of  taxation. 

Rollaxd  A.  Yaxdegrift  (California)  :  I  would  like  to  ask  the 
gentleman  from  Xorth  Carolina  a  question.  In  the  allocation  of 
the  expenditure  of  this  gasoline  money  to  roads,  he  mentioned  the 
state  taking  over  the  county  problem,  but  he  did  not  mention  what 
we  find  is  the  toughest  problem  in  California,  the  financing  of  the 
municipal  streets. 

A.  J.  Maxwell:  I  just  haven't  gone  into  that.  The  state  has 
never  assumed  any  responsibility  for  streets  in  the  municipalities, 
except  that  I  believe  it  has  built  its  main  highways  where  they  run 
through  the  very  small  towns,  that  the  highway  system  has  had 
the  effect  of  drying  up,  and  where  the  only  way  of  getting  a 
hard-surfaced  road  through  was  for  the  state  to  build  it.  That  has 
been  done  in  some  cases,  but  generally  the  municipalities  take  care 
of  their  own  streets. 

Rollaxd  A.  Yaxdegrift:  Haven't  you  the  claim  from  munici- 
palities that  they  pay  a  very  large  percentage  of  this  gas  tax.  and 
that  they  pay  the  largest  percentage  of  the  motor-vehicle  registra- 
tion fee,  and  that  therefore  they  ought  to  have  an  allocation  of 
money  ? 

A.  J.  Maxwell:  Oh,  yes,  they  pay  the  larger  part  of  it.  and 
the  major  use  of  the  highways  is  to  bring  business  to  them. 

George  B.  Chaxdler  (Ohio)  :  While  we  are  discussing  here 
today  the  consolidation  of  counties,  it  seems  to  me  that  the  real 
question  has  not  been  very  thoroughly  discussed  or  perhaps  touched 
upon,  and  that  is  the  increase  of  efficiency  within  the  county  units. 
It  is  not  very  material,  as  has  been  pointed  out  here,  whether  you 
have  more  counties  or  less  counties;  the  real  question  is  county 
government  efficiency.  Now,  in  one  hundred  and  fifty  years  of 
American  history,  the  unit  of  American  government  is  standing 
right  where  it  was  when  we  started,  and  that  is  the  county.     I  am 
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interested  to  know  if  any  of  the  states  are  interested  in  establishing 
a  new  form  of  county  government,  avoiding  duplication,  and  bring- 
ing about  that  measure  of  efficiency  which  is  creeping  into  some 
of  our  cities. 

We  have  made  two  efforts  in  Ohio  with  the  General  Assembly  to 
get  through  and  put  before  the  people  a  constitutional  amendment 
which  will  permit  a  reform  of  county  government.  In  my  opinion, 
gentlemen,  that  is  the  major  question  in  administrative  circles  be- 
fore the  people  of  this  country,  and  I  am  wondering  to  what  extent 
other  states  are  giving  thought  to  that  question. 

Roy  G.  Blakey  ('Minnesota)  :  I  want  to  supplement  what  Judge 
Rosa  said.  I  think  one  reason  that  Judge  Rosa  feels  that  the  small 
units  are  fairly  efficient  in  Wisconsin  is  because  they  have  super- 
vision right  down  from  the  tax  commission,  over  those  local  units 
in  Wisconsin,  which  they  haven't  in  but  very  few  of  the  states, 
and  that  supervision,  you  might  say,  is  the  keynote  of  what  he 
himself  was  saying  of  the  success  of  the  administration  of  the  local 
tax  assessor  and  local  unit.  I  doubt  if  you  would  have  anything 
like  that  efficiency  without  that  supervision  that  you  have  there ; 
and  I  don't  know  of  any  other  state  that  has  the  supervision  that 
Wisconsin  has. 

Charles  D.  Rosa:  Of  course,  it  is  very  difficult  for  me  to  com- 
pare our  total  governmental  organization  with  the  governmental 
organization  of  Georgia  or  North  Carolina  or  any  of  the  other 
states.  We  are  too  busy  in  Wisconsin  working  on  the  job  that  we 
have,  to  have  many  hours  left  over  to  wander  into  the  fields  which 
are  profitable,  of  course,  but  which  from  our  standpoint  would  not 
get  us  much,  if  any,  returns. 

It  is  true,  of  course,  that  we  compel  financial  statements  from  all 
of  our  governmental  subdivisions  in  Wisconsin ;  and  when  they 
put  those  down  on  paper  and  furnish  them  to  us,  and  get  by  our 
accounting  staff  and  our  statistical  department  and  also  our  muni- 
cipal accountants  when  occasion  arises,  one  thing  is  certain,  they 
know  what  they  are  doing  themselves ;  and  I  think  when  every- 
thing is  said  and  done,  the  big  drawback  to  efficient  government 
everywhere  is  that  governmental  organizations  do  not  know  what 
they  are  doing  themselves.  It  is  like  an  individual  in  business  who 
does  not  keep  books.  It  is  true,  of  course,  that  we  have  men  who 
supervise  assessments,  and  check  up  on  some  of  the  other  govern- 
mental activities  of  the  subordinate  governmental  subdivisions. 
That  includes  not  only  the  municipalities — and  when  I  say  munici- 
palities that  means  towns,  cities  and  villages  in  Wisconsin,  because 
they  are  all  municipal  corporations — but  it  likewise  includes  the 
county,  which  is  also  a  municipal  corporation  in  Wisconsin. 
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I.  A.  Acker  (North  Dakota)  :  Do  you  find  that  your  local 
county  assessment  system  is  satisfactory  in  Wisconsin,  under  your 
supervision  ? 

Charles  D.  Rosa  :  No.  Perhaps  it  would  take  an  ideal  system 
to  he  satisfactory  to  me.  It  is  not  satisfactory,  of  course,  entirely, 
hut  it  is  an  open  question  with  me  whether  or  not  a  county  assess- 
ing proposition  would  be  any  better  than  ours.  I  think  the  way 
out,  as  far  as  Wisconsin  is  concerned,  with  its  very  pronounced 
determination  not  to  surrender  local  governmental  functions,  would 
be  to  have  some  administrative  improvements  in  the  way  of  com- 
pulsion over  the  local  assessor  that  the  tax  commission  does  not 
have  now,  and  likewise  probably  some  civil  service  requirement 
before  a  person  could  qualify  for  election. 

I.  A.  Acker  :  How  many  local  assessors  have  you  in  Wisconsin  ? 

Charles  D.  Rosa  :  About  eighteen  hundred. 

I.  A.  Acker  :  You  have  about  the  same  number  that  we  have  in 
North  Dakota,  about  eighteen  hundred.  How  is  it  possible  for  a 
tax  commission  or  a  tax  commissioner  to  supervise  the  work  of 
eighteen  hundred  local  assessors  ?  That  is  beyond  me.  I  tried  to 
figure  out  a  plan  of  supervising  the  work  of  eighteen  hundred  local 
assessors,  with  the  system  we  have  in  North  Dakota,  but  I  have 
given  it  up.  I  cannot  see  any  other  alternative  than  the  county 
unit  for  assessment  purposes. 

Charles  D.  Rosa:  May  I  ask  you  a  question  in  return?  How 
many  employees  do  you  have  under  you  to  supervise  these  assess- 
ments? 

I.  A.  Acker:  Of  course,  we  have  only  six  supervisors. 

Charles  D.  Rosa  :  I  would  say  that  would  be  an  impossible 
proposition.  With  some  twenty-five  men  in  that  field  in  Wisconsin 
we  still  need  probably  six  or  eight  or  ten  more.  If  we  had  thirty- 
five  instead  of  twenty-five  in  Wisconsin,  I  could  say  writh  consider- 
able assurance  and  positiveness  that  supervision  would  be  very 
well  done. 

I.  A.  Acker:  How  about  the  cost  of  your  supervision?  Doesn't, 
that  add  a  good  deal  of  expense  to  your  government?  For  ex- 
ample, if  you  were  to  enlarge  your  governmental  unit  and  make 
the  county  the  unit  of  assessment,  wouldn't  it  necessarily  imply  you 
could  reduce  your  number  of  supervisors  ? 

Charles  D.  Rosa  :  No,  a  county  system  of  assessment  to  be 
successful  must  be  more  costly  than  our  system  of  assessment. 
There  is  no  question  about  that. 
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Roy  G.  Blakey  :  What  you  have  is  the  county  system  of  super- 
vision in  a  sense.  Although  you  have  seventy-one  counties,  the 
state  is  divided  into  twenty-five  districts,  or  thereabouts,  for  super- 
vision, so  while  you  haven't  twenty-five  county  supervisors,  you 
have  twenty-five  supervisors  with  districts  consolidated  for  super- 
vision purposes,  and  those  supervisors  are  appointed  directly  by  you 
and  are  responsible  to  you,  and  not  responsible  to  local  election  or 
anything  of  that  kind;  so,  as  I  see  it.  you  have  a  better  supervision 
over  your  local  assessors  than  any  other  place  I  know  of. 

Charles  D.  Rosa  :  I  do  know  that  if  we  had  money  enough  to 
hire  more  supervisors  our  system  would  approximate  decency  in  the 
matter  of  administration. 

I.  A.  Acker:  How  long  is  your  assessment  period? 

Charles  D.  Rosa  :  Xo  definite  time  for  us.  It  begins  on  the 
first  of  May  and  continues  until  we  get  through  with  it.  There  is 
a  definite  time  fixed  by  statute  for  the  meeting  of  the  board  of 
review,  but  there  is  no  restriction  upon  an  adjournment  by  the 
board  of  review,  and  we  have  had  in  recent  years  the  city  of  Madi- 
son closing  its  assessment  in  the  month  of  January  following. 

Fitzgerald  Hall  (Tennessee;  :  If  I  may  judge  other  states  by 
Tennessee.  I  think  it  is  substantially  accurate  to  say  that  approxi- 
mately ninety  per  cent  of  public  expenditures  are  for  sanitation, 
education  and  roads,  so  that  consolidations  and  supervision  are 
bound  to  affect  only  a  very  small  part  of  what  we  are  spending; 
and  if  we  are  going  to  get  any  real  relief  we  have  got  to  quit 
spending  money  for  those  three  purposes — education,  sanitation  and 
highways;  and  the  question  is,  are  we  willing  to  do  it,  and  can  we 
do  it  without  impairing  the  public  needs;  and  it  is  as  to  that  situa- 
tion that  I  would  like  for  a  moment  to  make  an  observation.  In 
the  United  States  today  we  are  spending  for  roads  and  streets  ap- 
proximately two  billion  one  hundred  million  dollars  a  year.  Within 
the  last  eight  years  in  Tennessee  the  state  tax,  as  distinguished  from 
counties  and  municipalities,  expended  on  the  state  highway  system, 
and  on  bridges  as  a  part  of  that  system,  approximately  one  hundred 
and  fifty  millions  of  dollars.  Xow.  it  is  my  judgment  that  some- 
where between  fifteen  and  thirty-five  per  cent  of  that  total  expendi- 
ture is  wholly  unnecessary  in  the  interest  of  the  general  public; 
and  I  base  that  conclusion  on  these  facts:  A  most  elaborate  study 
has  been  made,  and  we  have  found  this  to  be  true,  that  every 
automobile  that  runs  on  the  public  highways,  with  the  load  in  the 
automobile,  the  gross  weight  is  substantially  less  than  twelve  thou- 
sand pounds;  ninety-nine  per  cent  of  automobile  weight,  with  load, 
are  less  than  twelve  thousand  pounds,  and  yet,  in  Tennessee,  for 
example,   we  are  building  bridges  and  highways    for  a  maximum. 
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load  exceeding  fifty  thousand  pounds.  Obviously,  due  to  topo- 
graphical conditions  and  weather  conditions,  there  is  a  minimum 
that  must  be  expended  for  highways,  but  there  is  absolutely  no 
justification  in  my  personal  opinion  for  building  public  highways 
to  take  care  of  vehicles  on  the  basis  of  fifty  thousand  pounds.  As 
I  say,  ninety-nine  per  cent,  with  the  load,  are  less  than  twelve 
thousand  pounds.  Now,  the  experts  are  not  yet  in  accord  as  to 
what  is  the  difference  in  cost  of  highway  construction  for  a  vehicle 
say  of  ten  thousand  pounds  and  one  of  forty  thousand  or  fifty 
thousand  pounds.  The  experts  haven't  yet  sufficient  brains  to  say 
with  absolute  authority.  But,  many  of  the  best  students  of  high- 
way construction  are  studying  that  question,  and  their  estimates  to- 
day vary  from  fifteen  to  thirty-five  per  cent.  In  other  words,  if 
we  built  the  highways  of  America  for  ninety-nine  per  cent  of  the 
traffic,  we  could  save,  according  to  the  experts'  views  of  the 
moment,  somewhere  between  fifteen  and  thirty-five  per  cent  of  the 
total  expenditure,  which  would  mean  somewhere  between  three 
hundred  millions  and  seven  hundred  millions  of  dollars  a  year — 
and  yet  over  ninety-nine  per  cent  of  the  people  could  use  the  high- 
ways just  as  they  are  doing  today.  The  trouble  is  that  for  rela- 
tively a  few  vehicles  with  an  enormous  load,  we  are  pouring  mil- 
lions of  dollars  into  our  public  highways,  which  has  no  justification 
from  the  standpoint  of  the  public  at  large;  and  it  seems  to  me  that 
there  is  a  chance  for  intelligent  state  officials  to  start  saving  money 
without  materially  impairing  public  service.  Build  your  roads  to 
take  care  of  ninety-nine  per  cent  of  all  the  traffic  that  moves,  and 
you  are  going  to  save  from  fifteen  to  thirty-five  per  cent,  or  over 
two  billion  dollars  a  year;  and  that  is  something  to  shoot  at. 

Walter  J.  Mattison  (Wisconsin)  :  I  think  we  are  overlooking 
Mr.  Edmonds'  second  question.  I  know  there  are  a  number  present 
at  the  conference  who  would  be  very  much  interested  in  getting 
the  experience  of  the  State  of  Georgia  on  the  question  of  their  sales 
tax.  Did  it  raise  the  required  sum  of  money  that  it  was  expected 
to  raise?  What  was  the  effect  on  interstate  commerce  of  the  im- 
position of  the  sales  tax  in  the  State  of  Georgia  ?  In  view  of  the 
few  moments  that  are  left  of  the  morning  session  I  would  like  to 
hear  those  questions  answered. 

Chairman  Morrissett:  I  think  the  point  is  well  made,  Mr. 
Mattison. 

R.  C.  Norman  (Georgia)  :  Gentlemen,  I  administered  the  sales 
tax  for  a  year  and  a  half,  and  the  income  tax  for  the  same  period. 
A  great  many  of  the  large  interests  in  our  state  favored  a  sales  tax 
but  opposed  an  income  tax.  As  is  so  often  the  case  in  a  state 
where  an  income  tax  is  not  levied,  they  have  the  idea  that  an  in- 
come tax  would  keep  out  industry  and  capital. 
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At  the  1929  session  of  the  General  Assembly  both  tax  laws  were 
enacted.  It  was  provided  that  both  should  be  paid  during  the  year 
1930,  but  that  in  1931  the  right  should  exist  to  set  off  the  sales  tax 
against  the  income  tax.  That  will  not  be  set  off  until  the  return 
is  made  in  1931. 

Our  sales  tax  was  a  general  sales  tax  covering  all  businesses  and 
even  services.  The  lawyers  had  to  pay  the  tax.  It  came  into  exist- 
ence, to  quote  Mr.  Maxwell,  at  a  time  when  the  small  boom  began. 
The  rates  were  very  low,  one-half  mill  on  a  manufacturer,  one  mill 
on  a  wholesaler,  two  mills  on  a  retailer  and  other  businesses,  and 
three  mills  on  the  utilities  and  amusements.  The  exemption  with 
reference  to  agriculture  was  very  large  and  very  vague.  The  two 
difficulties  we  had  in  the  administration  of  the  sales  tax  were  with 
reference  to  classification.  It  is  surprising  the  number  of  cases 
that  arose  as  to  whether  a  business  was  engaged  in  manufacturing 
or  wholesaling  or  retailing  or  otherwise.  And  then,  of  course,  we 
had  the  interstate  commerce  question.  I  practiced  law  all  my  life, 
but  I  never  have  been  able  to  interpret  the  decisions  of  the  Supreme 
Court  of  the  United  States.  Xow.  when  it  comes  to  manufacturing, 
you  levy  a  tax  for  the  privilege  of  manufacturing,  and  there  is  no 
limit,  regardless  of  whether  it  is  intrastate  or  interstate  commerce; 
but  when  it  comes  to  the  wholesaler  or  retailer,  they  do  not  look 
into  the  question  as  to  whether  it  is  a  burden  on  interstate  com- 
merce or  not;  but  if  it  is  a  gross  tax.  and  the  state  levies  a  prop- 
erty tax,  it  is  a  burden  regardless  of  how  small  it  is.  Out  of  the 
experience  that  I  had.  I  don't  think  a  state  ought  to  levy  both  an 
income  tax  and  a  sales  tax.  But.  I  did  come  to  the  conclusion  that 
the  integration  of  these  two  taxes,  the  offset  of  the  sales  tax  against 
the  income  tax.  with  an  exemption  of  around  ten  thousand  dollars — 
when  you  get  below  that  you  will  find  that  you  cannot  check  up 
on  the  business — and  a  fixed  license  fee  of  about  ten  dollars,  those 
three  would  have  given  Georgia  a  very  fair,  a  \ery  equitable  and 
an  enforcible  system  of  business  taxation — ten  dollars  on  the  small 
business,  with  an  exemption  of  ten  thousand  dollars,  a  low  sales  tax 
upon  business  that  did  not  earn  a  net  income,  and  the  offset  of  the 
sales  tax  against  the  net  income  tax. 

A.  J.  Maxwell:  How  much  revenue  did  you  get  from  your 
sales  tax? 

R.  C.  Norman  :  In  1930  we  got  about  a  million  dollars  out  of 
the  sales  tax.  That  was  the  first  year.  It  was  new.  We  had  to 
set  up  the  machinery,  prepare  forms  and  check  up.  For  1931,  with 
the  set-off,  I  think  we  will  get  about  six  hundred  thousand  dollars. 
In  a  period  of  normal  prosperity  we  would  have  raised  several 
times  that. 
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O.  A.  Park  :  Would  it  not  be  well  to  explain  the  thirty-thousand- 
dollar  exemption  ? 

R.  C.  Norman  :  Yes.  Our  house  of  representatives  is  not  small ; 
it  consists  of  two  hundred  and  seven  members;  and  every  one  of 
the  one  hundred  and  sixty-one  counties  is  represented,  and  of 
course  each  representative  was  interested  in  taking  care  of  the 
merchant  in  his  county,  so  the  exemption  was  placed  at  thirty 
thousand  dollars,  and  that  of  course  very  largely  reduced  the  rev- 
enue derived  from  the  sales  tax.  It  was  an  utterly  unreasonable 
exemption. 

Walter  J.  Mattison  (Wisconsin)  :  Did  you  raise  as  much 
through  your  sales  tax  as  you  anticipated  when  the  law  went  into 
effect  ? 

R.  C.  Norman  :  Xo,  not  quite  as  much.  x\s  a  matter  of  fact, 
the  members  of  the  General  Assembly  always  over-estimate  the 
revenue  that  will  be  raised.  Some  of  them  place  the  revenue  that 
would  be  derived  therefrom  as  high  as  four  or  five  million  dollars. 
I  thought  we  would  get  from  a  million  and  a  half  to  two  million, 
but  even  my  estimate  was  wrong. 

Walter  J.  Mattison  :  What  effect  did  it  have  on  local  business 
in  the  districts  adjoining  neighboring  states? 

R.  C.  Norman  :  The  tax  was  small.  It  may  have  been  passed 
on  in  a  few  cases,  but  only  a  few.  It  was  absorbed,  and  it  was 
not  large  enough  to  have  much  effect  in  even  the  bordering  towns. 
I  think  very  few,  if  any,  people  went  across  the  line  in  order  to 
make  their  purchases,  on  account  of  the  sales  tax. 

Question  :  What  would  be  the  limit  of  exemption  ?  You  say 
the  exemption  is  ten  thousand  dollars  ? 

R.  C.  Norman  :  I  should  say  a  ten-thousand-dollar  exemption, 
and  then  a  fixed  amount  of  ten  dollars  for  every  business. 

Roy  H.  Palmer  (New  York  )  :  It  really  is  a  turn-over  tax,  is  it 
not,  rather  than  a  sales  tax  ? 

R.  C.  Norman  :  It  is  a  turn-over  sales  tax. 

Roy  H.  Palmer  :  Have  you  had  any  particular  reaction  from 
manufacturers? 

R.  C.  Norman  :  Xo,  and  we  have  had  very  little  opposition  from 
the  manufacturer. 

Roy  H.  Palmer:  It  applies  to  the  utility  service  too? 

R.  C.  Norman:  Yes.  The  utilities  were  perfectly  willing  to 
pay  the  tax;  in  fact,  the  utilities  got  behind  us  in  the  enactment 
of  the  sales  tax.     Thev  advocated  it. 


64  NATIONAL  TAX  ASSOCIATION 

Roy  H.  Palmer:  The  rate  on  utilities  is  what? 

R.  C.  Norman:  Three  mills. 

Roy  H.  Palmer:  That  is  the  only  excise  tax  or  business  tax 
on  utilities  in  the  State  of  Georgia? 

R.  C.  Norman  :  Xo,  they  pay  a  property  tax. 

Roy  H.  Palmer:  I  mean  in  addition  to  the  property  tax. 

R.  C.  Xormax  :  That  is  all  in  addition  to  the  property  tax. 

Roy  H.  Palmer  :  That  three  mills  then,  as  other  states  go,  is  a 
low  tax  ? 

R.  C.  Xormax  :  Yes,  it  is  a  low  tax.  especially  in  view  of  the 
low  assessments  in  Georgia.  If  you  heard  Doctor  Johnson's  paper 
last  night,  with  reference  to  arbitration,  the  whole  power  of  assess- 
ment is  in  the  local  board,  and  thereby  nobody  is  over-assessed. 

J.  W.  Oliver  (Xew  York)  :  I  would  like  to  ask  Mr.  Xorman 
if  he  would  not  have  found  it  an  easier  problem,  from  an  adminis- 
trative standpoint,  had  the  tax  been  absolutely  uniform  on  all 
business  and  on  all  classes  of  industry. 

R.  C.  Xormax  :  We  certainly  would  have.  There  was  hardly  a 
day  in  the  office  that  we  did  not  have  a  dispute  as  to  what  classifi- 
cation a  particular  business  came  under,  and  it  was  very  hard  to 
determine.  Frequently  the  ruling  had  to  be  arbitrary,  just  a  sensing 
of  a  difference  which  may  not  have  existed. 

J.  W.  Oliver:  Then  in  your  experience  did  you  not  find,  had 
the  tax  been  very  modest,  as  I  believe  it  was  in  all  cases,  that  a 
tax  on  luxuries  and  a  tax  on  necessities,  equallv,  would  have  been 
fairly  well  accepted  by  the  tax-paying  public? 

R.  C.  Norman  :  I  don't  know  that  I  can  say  as  to  that.  Such  a 
measure  had  been  introduced  in  our  General  Assembly  for  several 
years  past. 

O.  A.  Park  :  May  I  ask  for  my  own  information  whether  you 
finally  classed  a  restaurant  as  a  manufarturer  of  sandwiches  or  as 
a  retail  dealer,  or  as  other  business. 

R.  C.  Xorman:  The  restaurants  claimed,  and  even  the  laundries 
claimed  that  they  were  manufacturers.  We  classed  both  of  them 
as  "  other  business  "  and  put  them  under  the  two-mill  rate  instead 
of  the  half-mill  rate. 

Franklin  S.  Edmonds  (Pennsylvania)  :  How  could  you  classify 

lawyers  ? 

R.    C.    Xormax  :   It   covered   services,   and   we   classed   them   as 

"'  other   business."      And    I    think.    Senator,    that    that    was    not    an 
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unfair  tax,  because  we  have  a  fixed  professional  fee  of  fifteen 
dollars,  and  the  little  lawyer,  who  is  just  starting  out  and  not 
making  a  living,  pays  fifteen  dollars,  and  the  city  lawyer  who  earns 
a  large  income  pays  just  the  same  amount. 

Franklin  S.  Edmonds:  I  have  always  come  under  the  exemp- 
tion of  thirty  thousand  dollars ! 

R.  C.  Norman  :  Oh,  yes,  everybody  came  under  the  exemption 
of  thirty  thousand  dollars.  It  was  uniform.  But,  we  had  quite  a 
number  of  the  boys  to  pay  a  tax  last  year. 

W.  K.  Montague  (Minnesota)  :  How  close  did  you  attempt  to 
check  the  returns,  and  how  much  did  it  cost  to  administer  it? 

R.  C.  Norman  :  The  cost  of  administration  was  not  large.  I  be- 
lieve we  spent  in  1930  about  forty-three  thousand  dollars. 

W.  K.  Montague  :  What  check  did  you  have  on  returns  of 
taxpayers  ? 

R.  C.  Norman  :  We  had  auditors  go  out  and  check  up  the  books 
and  see  whether  the  returns  as  made  were  correct  or  not,  and  I 
think  we  got  a  very  fair  check  on  them,  considering  the  fact  that 
it  was  a  new  tax. 

(Motion  from  floor  to  adjourn,  i 

C.  W.  King  (Oklahoma )  :  I  have  a  resolution  I  would  like  to 
have  referred  to  the  committee,  which  I  presume  is  to  be  read. 
It  will  take  just  a  minute. 

Chairman  Morrissett:   You  say  it  will  take  just  a  minute? 

C.  W.  King  :  A  resolution  by  the  Oklahoma  Tax  Commission : 

Whereas,  interstate  commerce  has  expanded  to  the  extent 
that  it  covers  every  business  enterprise  in  which  internal  com- 
merce is  engaged;  and 

Whereas,  such  commerce  has  become  so  intermingled  with 
the  internal  commerce  of  the  several  states,  commonly  referred 
to  as  intrastate  commerce;  and 

Whereas,  the  Congress  of  the  United  States  is  vested  with 
supreme  legislative  power  over  commerce  among  states;  and 

Whereas,  interstate  commerce,  through  a  single  company 
or  corporation,  in  many  instances,  is  carried  on  in  all  of  the 
states  of  the  Union,  and  the  business  of  such  company  or  cor- 
poration is  so  intermingled  with  internal  or  state  commerce 
that  the  same  is  practicably  inseparable ;     and 

WThereas,  the  courts  of  last  resort  have  ruled  that  a  state 
tax  other  than  the  ordinary  ad-valorem  tax,  which  affects  inter- 
state commerce  or  where  interstate  commerce  is  so  connected 
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and  intermingled  with  internal  commerce  as  to  be  practically 
inseparable,  the  state  has  no  power  to  levy  any  form  of  special 
tax  upon  the  property  or  business  engaged  in  either  inter-  or 
intra-state  commerce ;  and 

Whereas,  the  revenues  of  the  several  states  are  reduced  and 
the  exercise  of  power  of  taxation  of  property  within  the  sev- 
eral states  is  hereby  seriously  impaired;  and 

Whereas,  pursuant  to  the  program  of  modern  state  taxation 
it  is  the  purpose  to  reduce  ad-valorem  taxation  to  a  minimum, 
by  the  application  of  other  forms  of  taxation ;  now 

Therefore,  be  it  resolved  by  the  conference  of  the  National 
Tax  Association  that  the  Congress  of  the  United  States  be. 
and  it  is  hereby  requested  to  enact  a  law  at  the  next  session 
thereof  authorizing  and  empowering  the  several  states  to  levy 
and  collect  license,  franchise,  gross  revenue,  registration  or 
other  forms  of  taxes  upon  property  and  business  employed  in 
interstate  commerce  in  the  same  manner  that  such  taxes  may 
be  imposed  upon  like  property  and  business  under  the  consti- 
tution and  laws  of  the  given  state.  Provided,  however,  that 
the  total  rates  of  such  taxes  shall  not  exceed  the  rates  of  taxes 
laid  by  any  state  upon  property  and  business  employed  in  in- 
ternal commerce,  and  provided,  further,  that  such  property  and 
business  be  apportioned  to  include  only  that  part  of  the  prop- 
erty located  and  business  conducted  within  the  taxing  state,  in 
order  to  avoid  double  taxation. 

I  move  you  that  this  resolution  be  referred  to  the  committee  on 

resolutions  for  its  consideration. 

Chairman  Morrissett:  If  there  is  no  objection  the  resolution 
will  be  referred  to  the  committee  on  resolutions,  as  the  usual  pro- 
cedure. It  is  earnestly  requested  that  when  the  hour  of  2 :  30 
arrives  you  be  present  in  order  that  we  may  dispose  of  the  program 
for  the  afternoon. 

It  has  been  moved  and  seconded  that  we  take  a  recess  now  until 
the  hour  of  2:30. 

(Ayes  and  noes.) 

(  Motion  carried.) 

i  Adjournment  to  2:30  P.  M.,  October  13.  1931.) 
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Chairman  Smith:  The  conference  will  please  come  to  order. 

Secretary  Query  :  I  have  one  or  two  announcements  to  make. 
I  have  been  notified  by  my  assistants  at  the  registration  desk  that 
a  sufficient  number  of  railroad  certificates  have  been  turned  in  to 
enable  delegates  to  secure  return  trip  at  one-half  fare,  so  those  of 
you  who  have  turned  your  tickets  in  at  the  desk  can  get  your  reser- 
vations. Representatives  of  all  the  railroads  serving  Atlanta  will  be 
at  the  desk  as  soon  as  they  get  information  that  we  have  a  sufficient 
number  of  tickets.  They  will  probably  be  there  later  in  the  after- 
noon.. 

I  have  also  been  asked  to  announce  again  that  tomorrow  morning 
at  eleven  o'clock  the  Pathe  Xews  Reel  will  be  made  of  the  entire 
Tax  Conference,  so  don't  forget  that  we  will  be  in  conference  at 
that  time  and  will  adjourn  for  a  few  minutes  to  allow  the  reel  to 
be  made. 

Another  announcement  that  I  overlooked  making  and  one  that  is 
very  important.  I  think,  is  this:  The  entertainment  committee  has 
secured  the  choir  of  the  Big  Bethel  Church,  a  Xegro  church  in 
Atlanta,  to  sing  for  the  conference.  In  this  room  on  Thursdav 
evening,  at  eight  o'clock,  the  choir  will  render  negro  spirituals  and 
the  delegates  from  the  North  and  West  who  have  never  heard 
anything  of  the  kind,  are  going  to  miss  a  real  treat  if  they  are  not 
here  at  eight  o'clock  Thursday  evening. 

Chairman  Smith  :  Before  starting  the  regular  program  for 
this  afternoon,  the  chair  appoints  as  members  of  the  nominations 
committee  the  following:  The  past  Presidents  of  the  National  Tax 
Association  who  are  present,  Messrs.  Bliss.  Adams.  Lutz  and  Fair- 
child,  and  in  addition,  Mr.  R.  C.  Norman  of  Georgia.  Mr.  A.  1. 
Maxwell  of  North  Carolina  and  Mr.  Roy  G.  Blakey  of  Minnesota. 
The  chairman  of  the  committee  by  custom  is  the  ranking  ex- 
president  present.    I  therefore  appoint  Zenas  W.  Bliss  as  chairman. 

The  very  interesting  subject  of  local  tax  problems,  which  occu- 
pied this  morning's  session,  will  be  continued  this  afternoon,  and  1 
am  going  to  ask  Mr.  Paul  H.  Doyal.  Tax  Commissioner  of  Georgia, 
to  preside  at  this  session.     Will  Mr.  Doyal  please  take  the  Chair. 

Paul  H.  Doyal.  Tax  Commissioner  of  Georgia,  presiding. 

(67) 
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chairman  Doyal:  I  presume  we  are  to  go  right  into  the  pro- 
gram, and  it  becomes  my  very  pleasant  duty  to  call  your  attention 
to  the  fact  that  "  The  Tax  System  of  South  Carolina  as  Viewed 
by  an  Administrator  "  is  to  be  discussed  by  Mr.  Frank  C.  Robinson. 
Member  of  the  .South  Carolina  Tax  Commission. 

THE  TAX  SYSTEM  OF  SOUTH  CAROLINA  AS 
VIEWED  BY  AN  ADMINISTRATOR 

FRANK   C.   ROBINSON 
Member,  South  Carolina  Tax  Commission 

In  considering  the  tax  system  of  South  Carolina,  I  deem  it  neces- 
sary to  give  you  a  general  view  of  the  machinery  of  tax  administra- 
tion as  well  as  to  enumerate  the  taxes  levied  and  collected  by  the 
state. 

In  1915  the  State  Tax  Commission  was  created,  being  the  first 
effort  at  the  centralization  of  tax  administration  in  the  state.  In 
addition  to  initially  assessing  the  property  and  franchises  of  public 
utilities,  it  acts  as  an  equalizing  board  for  all  properties  assessed 
by  local  boards  of  assessors,  and  has  a  general  supervisory  author- 
ity over  the  initial  assessment  of  property  throughout  the  state. 
The  Tax  Commission  also  acts  as  an  appeal  board  when  taxpayers 
are  aggrieved  by  assessments  placed  by  local  boards  of  assessors. 

In  addition  to  the  above  enumerated  duties,  the  Tax  Commission 
assesses  and  collects  various  and  sundry  taxes  shown  in  detail 
below.  The  Tax  Board  of  Review,  composed  of  one  member  ap- 
pointed by  the  Governor  from  each  congressional  district  in  the 
state,  reviews  any  and  all  assessments  placed  by  ihe  State  Tax  Com- 
mission coining  before  it  on  appeal.  Taxpayers  feeling  aggrieved 
at  any  assessment  placed  by  the  State  Tax  Commission,  must  file 
within  ten  days  formal  notice  of  appeal,  giving  grounds  and  reasons 
therefor.  The  Board  of  Review  meets  only  upon  the  call  of  the 
chairman  and  only  when  appeals  are  filed. 

Taxes  levied  and  collected  by  the  state  are  as  follows : 

General  property  tax,  both  real  and  personal,  owned  or  held  on 
January  1st.  Such  property  is  liable  for  levies  for  state,  county, 
school. and  municipal  purposes.  Municipalities  must  use  the  same 
valuations  for  the  collection  of  city  taxes  as  the  state  uses. 

Net  income  tax.  The  present  law  imposes  a  tax  on  individuals 
as  follows : 

One  per  cent  on  the  first  $2000,  above  exemptions; 
Two  per  cent  on  the  next  $2000; 
Three  per  cent  on  the  next  $2000; 
Four  per  cent  on  the  next  $2000; 
Five  per  cent  all  over  $8000. 
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In  the  case  of  a  single  individual,  a  personal  exemption  of  twelve 
hundred  ($1200.00)  dollars.  Married  person,  living  with  husband 
or  wife,  or  the  head  of  a  household,  twenty-two  hundred  ($2200.00) 
dollars,  and  four  hundred  ($400.00)  dollars  for  each  dependent. 

Inheritance  tax.  Xot  an  estate  tax,  but  a  distributive  share  tax, 
the  rate  of  tax  ranging  from  one  per  cent  to  fourteen  per  cent  in 
accordance  with  relationship  of  beneficiaries. 

License  for  privilege  of  selling  manufactured  tobacco  products, 
certain  candies,  ammunition  and  playing  card-:.  Tax  graduated 
according  to  retail  prices,  weight  or  number.  Tax  paid  by  fixing 
the  stamps  to  taxable  articles. 

Soft  drinks  tax  license  for  privilege  of  dealing  in  fountain  and 
bottled  drinks.  In  the  case  of  bottled  drinks  the  tax  is  one  cent  for 
each  five  cents  of  the  retail  selling  price  or  fractional  part  thereof. 
Fountain  drinks  tax  is  imposed  upon  the  syrup  used  in  mixing 
drinks  at  the  rate  of  seventy-six  cents  per  gallon. 

Admission  tax,  for  the  privilege  of  conducting  places  of  amuse- 
ment or  elsewhere  in  case  an  admission  is  charged. 

Documentary  tax.  Such  tax  is  imposed  on  original  issues  as  weil 
as  transfers  of  stocks  or  bonds,  notes,  real  estate  transfers,  proxies 
and  power  of  attorney  executed  in  South  Carolina.  The  rate  of 
tax  varies  according  to  value  of  document. 

The  electric  power  tax.  The  privilege  of  generating  and/or  sell- 
ing electric  power  whether  generated  by  water  or  steam.  The  rate 
of  tax  is  five-tenths  of  one  mill  on  each  kilowatt  of  energy  gen- 
erated and/or  sold. 

Gasoline  dealers'  license  tax  for  the  privilege  of  dealing  in  gaso- 
line at  the  rate  of  six  cents  per  gallon  on  all  gasoline  sold  and/or 
used  within  the  state  is  collected  by  the  Tax  Commission.  The 
South  Carolina  Act  seems  to  be  the  only  simon-pure  gasoline  tax 
throughout  the  country,  as  all  gasoline  sold  and/or  used  within  the 
state  is  liable  for  tax;  the  only  exception  being  gasoline  sold  by 
dealers  to  Federal  Government  agencies.  Such  exemption  is  pro- 
vided in  the  South  Carolina  Act,  but  not  to  the  same  extent  as  is 
provided  in  the  opinion  of  the  U.  S.  Supreme  Court  in  its  opinion 
Re:  Panhandle  Oil  Company  v.  Mississippi.  Five  cents  of  the  tax 
is  used  by  the  State  Highway  Commission  for  building  and  main- 
taining state  system  of  roads.  One  cent  is  distributed  to  the  coun- 
ties on  the  basis  that  the  number  of  cars  registered  in  each  county 
bears  to  the  total  number  of  cars  registered  in  the  state. 

Corporation  license  tax.  Domestic  non-public  utility  corpora- 
tions two  mills  on  each  dollar  of  the  paid-in  capital  stock.  Foreign 
non-public  utility  corporations  two  mills  on  each  dollar  of  the  value 
of  the  property  owned  and  used  in  the  conduct  of  the  business  in 
the  state.  Utility  corporations,  three  mills  on  an  entire  intra  gross 
receipts  and  the  supplemental  of  three  mills  on  each  dollar  of  the 
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true  value  of  the  property  owned  and  used  in  the  conduct  of  the 
business  in  the  state. 

Contractors'  tax,  for  privilege  of  bidding  or  executing  contract;. 
Tax  graduated  from  $100  to  $750. 

Retail  mercantile  license  tax.  This  tax  is  best  known  as  chain 
store  tax.  The  tax  is  imposed  upon  one  or  more  stores  operating 
under  the  same  general  management  or  ownership,  the  rate  being 
$5.00  for  the  first  store  with  an  ascending  scale  of  $5.00  for  each 
additional  store  up  to  the  thirtieth  store,  the  rate  on  the  thirtieth 
store  being  $150.00  per  annum  for  each  store.  The  rate  on  all 
stores  above  thirty  is  $150.00  each.  This  tax  has  been  resisted  and 
is  now  being  considered  by  the  courts. 

Insurance  companies  and  agents'  license  tax.  A  privilege-to-do  - 
business  tax.  with  schedules  varying  according  to  the  kind  of  in- 
surance business  done.  This  tax  is  administered  by  the  State 
Insurance  Commissioner. 

Motor  vehicle  registration  tax  is  based  on  the  weight  of  vehicle. 
ranging  from  $9.00  for  a  car  weighing  two  thousand  pounds  or 
less  and  $3.00  for  each  additional  five  hundred  pounds.  This  tax 
is  administered  by  the  State  Highway  Department. 

The  administration  of  the  gasoline  tax,  documentary  stamp  tax. 
corporation  license  tax,  contractors'  tax  and  retail  mercantile  license 
tax  laws  is  comparatively  easy  and  will  receive  only  passing  notice 
in  this  discussion. 

PROPERTY    TAXES 

Of  the  forty-five  million  dollars  approximately  assessed  and/or 
collected  in  taxes  from  ail  sources  in  South  Carolina  during  the 
year  1930,  more  than  one-half,  in  round  figures  twenty-five  million 
dollars,  was  levied  against  real  and  personal  property.  This  in- 
cludes taxes  levied  against  general  property  for  state,  county,  school 
and  municipal  purposes. 

The  state  constitution  directs  the  General  Assembly  to  provide  by 
law  "  *  *  *  for  a  uniform  and  equal  rate  of  assessment  and  taxa- 
tion and  shall  prescribe  regulations  to  secure  just  valuation  for  the 
taxation  of  all  property  real,  personal  and  possessory  *  *  *  said 
taxes  to  be  uniform  in  respect  to  persons  and  property."  Under  the 
provisions  of  the  constitution  and  the  laws  which  have  been  en- 
acted governing  the  assessment  of  property  South  Carolina  has, 
like  other  uniform  property  tax  states,  plodded  along  in  its  effort 
to  equalize  the  tax  burden  as  between  the  different  classes  of  prop- 
erty as  well  as  property  individually  owned.  The  result  of  efforts 
at  equalization  have  been  satisfactory  only  in  part,  due  to  a  multi- 
plicity of  reasons.  The  method  of  selecting  boards  of  assessors 
and  the  law  under  which  the  boards  function  have  had  much  to  do 
with  the  inequality  which  exists  throughout  the  state.     For  instance. 
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township  and  city  boards  of  assessors  receive  as  compensation  for 
services  rendered  the  sum  of  $2.00  per  day  for  the  time  actually 
employed,  not  to  exceed  three  days  in  any  one  year,  except  in  those 
years  when  real  estate  is  to  be  assessed,  when  the  number  of  days 
charged  for  are  not  to  exceed  five ;  provided  in  townships  or  dis- 
tricts in  which  are  situated  incorporated  cities  of  one  thousand  or 
more  inhabitants,  the  number  of  days  allowed  for  the  work  must 
not  exceed  thirty.  Imagine  three  men  examining  thousands  of  tax 
returns  and  valuing  the  property  in  three  days  and  receiving  as 
compensation  $2.00  per  day.  When  enough  time  is  given  by  the 
boards  of  assessors  to  the  task  of  assessing  property  and  ample 
appropriations  are  made  to  pay  for  the  work  it  is  hoped  that  we 
may  have  in  South  Carolina  a  better  equalization  of  property 
values. 

One  of  the  weakest  links  in  the  assessment  and  collection  of 
taxes  in  South  Carolina  is  the  method  of  collecting  property  taxes. 
Under  our  system,  county  treasurers  are  charged  with  the  duty  of 
receiving  tax  payments.  When  the  time  expires  for  the  payment 
of  property  taxes  the  county  treasurers  issue  executions  against  the 
delinquent  taxpayers  and  delivers  them  to  the  sheriff  for  collection. 
The  collection  of  taxes  should  be  removed  as  far  as  possible  from 
political  influences.  County  treasurers  and  sheriffs  are  elected  by 
popular  vote.  Thousands  of  property  taxpayers  in  the  state  have 
not  been  able  to  pay  taxes  promptly  for  the  past  few  years,  but  an 
investigation  of  the  tax  rolls  of  the  counties  will  disclose  the  fact 
that  thousands  of  taxpayers  able  to  pay  have  n3t  been  required  to 
pay  the  taxes  charged  because  the  officials  charged  with  the  duty 
of  collecting  such  taxes  have  not  enforced  the  collection  thereof. 
The  attention  of  the  Tax  Commission  was  recently  called  to  the 
fact  that  a  taxpayer  owning  large  properties  had  not  paid  his  prop- 
erty taxes  for  a  period  of  eight  years,  yet  for  several  years  during 
the  eight-year  period  had  been  paying  to  the  state  an  income  tax. 
Thus,  it  is  seen  that  the  failure  to  pay  property  taxes  imposed  has 
not  been  due  to  inability  to  secure  funds  with  which  to  pay  taxes, 
but  is  chargeable  to  the  failure  of  the  proper  officials  to  enforce 
the  payment  thereof.  Figures  showing  unpaid  property  taxes  have 
not  been  compiled  for  the  last  four  years  but  for  the  period  1922- 
1927  more  than  seven  million  ($7,000,000)  dollars  of  property 
taxes  remained  uncollected  on  December  31.  1927.  The  delinquent 
tax  problem  is  now  one  of  the  most  serious  problems  confronting 
our  state,  and  is  menacing  the  proper  functioning  of  county  and 
school  government.  The  Tax  Commission  recommended  in  its 
annual  report  that  the  payment  of  property  taxes  be  required  during 
the  month  of  October  at  a  discount  of  two  per  cent;  during  the 
month  of  November  at  a  discount  of  one  per  cent;  during  the 
month  of  December  at  par,  with  an  extension  of  time  to  pay  any 
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delinquent  taxes  during  the  month  of  January  with  a  flat  penally 
of  ten  per  cent  added,  and  on  February  first  require  the  issuance 
of  execution  returnable  within  ninety  days.  By  this  method  some 
incentive  will  be  offered  for  the  early  payment  of  taxes,  thus  re- 
ducing interest  payments  on  money  borrowed  in  anticipation  of  tax 
collections,  while  the  ten  percent  penalty  added  on  January  first 
will  be  sufficiently  heavy  to  induce  every  taxpayer  to  secure  the 
money,  if  possible,  with  which  to  pay  the  taxes. 

NET    INCOME    TAX 

The  first  experiment  made  by  South  Carolina  in  the  income  tax 
field  was  in  1897  when  an  act  was  passed  with  rates  ranging  from 
one  to  three  per  cent.  Inexperienced  in  administering  tax  laws 
other  than  property  taxes,  the  state  set  up  no  machinery  nor  was 
any  appropriation  made  for  the  administration  of  the  law.  The 
result  was  that  the  returns  were  very  unsatisfactory,  collections  the 
first  year  being  less  than  $7000.  This  act  was  repealed  in  1919. 
In  1922  the  legislature  passed  a  second  income  tax  act  and  devolved 
the  duties  of  enforcing  the  act  upon  the  Tax  Commission.  From 
the  viewpoint  of  the  administrators,  this  law  was  not  satisfactory, 
although  appropriation  was  made  sufficient  for  proper  administra- 
tion. The  tax  was  one-third  the  tax  required  to  be  paid  to  the 
Federal  Government.  The  constitutionality  of  the  law  was  tested 
and  upheld.  The  Federal  Act  adopted  was  the  Act  of  1921.  The 
Federal  Government  revised  its  law  in  1924  and  several  times  there- 
after and  left  the  state  tied  to  the  Act  of  1921.  Although  the 
state  was  required  to  make  like  revision  of  returns,  where  revised 
'by  the  Federal  Government,  it  was  unable  to  do  so  in  cases  where 
there  happened  to  be  additional  taxes,  for  the  state  had  no  way  of 
discovering  when  additional  taxes  were  assessed,  and  taxpayers 
were  loath  to  vouchsafe  such  information,  except  when  the  adjust- 
ment resulted  in  a  refund. 

In  1926  the  legislature  passed  an  income  tax  act  independent  of 
the  Federal  Act,  making  necessary  provision  for  its  proper  adminis- 
tration. Minor  amendments  have  been  made  from  time  to  time  as 
to  rates,  exemptions,  etc.  The  rate  on  individuals  is  a  graduated 
rate  from  one  to  five  per  cent  of  the  net  income.  The  corporation 
rate  is  four  and  one-half  per  cent  of  the  net  income  as  defined  by 
the  act.     Corporations  are  allowed  no  exemption. 

The  Tax  Commission  charged  with  the  administration  of  this 
law.  realizing  that  effective  administration  would  require  unceasing 
diligence,  set  about  in  the  beginning  to  carefully  audit  all  returns, 
and  as  far  as  possible  and  practicable  to  audit  the  books  from  which 
the  returns  were  made.  This  practice,  adhered  to,  accounts  for  any 
success  the  Tax  Commission  has  met  with  in  enforcing  the  laws 
under  its  charge.     Of  the  taxes  collected,  ten  per  cent  of  the  total 
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consists  of  additional  taxes.  The  greatest  trouble  encountered  in 
enforcing  the  income  tax  act  arises  from  cons;deration  of  depre- 
ciation and  adjustment  of  income  for  corporations  doing  business 
within  and  without  the  state. 

INHERITANCE    TAX 

The  inheritance  tax  law  of  South  Carolina  was  passed  by  the 
General  Assembly  at  the  1922  session.  It  has  been  amended  several 
times  since  then,  but  the  amendments  do  not  change  the  rates  or 
method  of  administration. 

Under  the  provisions  of  the  act,  probate  courts  in  the  several 
counties  are  required  to  furnish  to  the  South  Carolina  Tax  Com- 
mission copies  of  the  petition,  will  and  appraisement  within  thirty 
(30)  days  after  the  same  are  filed  in  their  respective  offices.  The 
inheritance  tax  department  certifies  to  the  executor  the  amount  of 
the  tax  which  is  due,  and  same  is  payable  directly  to  the  state 
treasurer,  but  in  case  payment  is  not  promptly  made  it  is  the  duty 
of  the  Tax  Commission  to  enforce  collection. 

All  property  devised  to  religious,  educational  or  other  charitable 
or  public  institutions  within  the  State  of  South  Carolina  is  not 
subject  to  the  tax.  A  husband  or  wife  has  a  $10,000  exemption, 
and  the  balance  is  taxable  from  a  graduated  scale  from  one  per  cent 
to  six  per  cent.  A  minor  child  has  an  exemption  of  $7,500,  and 
the  balance  is  taxable  at  from  one  per  cent  to  six  per  cent.  An 
adult  child,  father  or  mother  has  a  $5,000  exemption,  and  the 
balance  taxed  at  the  same  graduating  scale  above  stated.  Grand- 
children have  an  exemption  of  $500,  and  are  taxable  at  the  same 
graduating  scale.  Brother,  sister,  uncle,  niece,  nephew,  wife  or 
widow  of  a  son,  or  husband  of  a  daughter  have  a  $500  exemption, 
and  the  balance  taxed  at  from  two  per  cent  to  seven  per  cent.  Any 
other  beneficiary  has  a  $200  exemption  and  the  balance  taxed  at 
from  four  per  cent  through  fourteen  per  cent. 

THE   ELECTRIC  POWER  TAX 

The  electric  power  tax  act  was  passed  by  the  General  Assembly 
of  South  Carolina  at  its  regular  session  in  1931.  The  bill  was 
signed  by  the  Governor  May  9,  1931,  and  provided  that  the  tax 
was  effective  on  and  after  the  first  day  of  May,  1931. 

The  tax  is  for  the  purpose  of  raising  revenues  for  the  support 
of  the  state  government  and  is,  as  indicated  by  the  title,  an  excise 
tax  upon  electric  power  generated  and  sold  within  this  state.  The 
act  provides  that  for  the  year  1931  the  revenue  produced  shall 
reduce  the  1931  property  levy  the  full  amount  raised  thereby. 
Every  person,  firm  or  corporation  engaged  in  the  business  of  manu- 
facturing or  generating  electric  power  by  the  use  of  steam  power, 
manufacturing  or  generating  hydro-electric  power  or  selling  elec- 
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trie  power  is  subject  to  the  tax.  A  credit  is  allowed  to  those  sell- 
ing electric  power  if  the  seller  procures  electric  power  which  has 
been  subject  to  the  tax  to  the  amount  of  the  excise  tax  already 
required  to  be  paid  by  the  one  generating  the  same.  Electric  power 
generated  in  another  state  and  brought  into  this  state  is  not  subject 
to  the  provisions  of  the  act  until  such  power  has  lost  its  interstate 
character  and  immunities.  Persons,  firms  and  corporations  owning 
and  operating  electric  manufacturing  or  generating  plants  of  ten 
horsepower  or  less  are  not  required  to  pay  the  tax,  neither  are  in- 
dustrial plants  manufacturing  or  generating  power  for  their  own 
use  or  the  use  of  their  bona-fide  employees  on  their  own  premises. 
Municipalities  manufacturing  or  generating  electricity  for  the  use 
of  their  customers  are  also  exempt  from  the  tax. 

The  rate  of  the  tax  is  five-tenths  of  one  mill  upon  each  kilowatt 
hour  of  electric  power  generated  by  hydro-electric  or  steam  or  sold 
in  South  Carolina.  For  a  full  year's  operation  the  act  is  estimated 
to  produce  seven  hundred  and  fifty  thousand  dollars  in  revenue. 

Certain  corporations  affected  by  the  act  have  brought  suits  to  test 
the  constitutionality  of  the  act.  Three  of  these  suits  have  been 
heard  by  a  three-judge  Federal  Court,  and  that  court  overruled  ail 
of  the  constitutional  objections  suggested  and  sustained  the  tax. 
Appeals  have  been  taken  in  all  three  cases  to  the  Supreme  Court 
of  the  United  States  and  that  Court  will  probably  hear  the  cases 
in  February  or  March  of  1932. 

ADMISSIONS   TAX 

The  admissions  tax  law,  passed  in  1925,  imnoses  a  tax  of  one 
cent  for  each  ten  cents  or  fractional  part  on  all  paid  admissions  to 
places  of  amusement  within  the  state.  When  first  passed,  the  law 
required  monthly  returns  to  be  made  of  the  number  of  admissions 
and  the  tax  paid  accordingly,  with  no  provision  for  ascertaining 
the  correct  amount  of  tax  due.  It  was  soon  found  that  correct 
returns  were  not  always  made  and  evasion  reached  serious  propor- 
tions. The  law  was  then  amended  and  now  requires  the  use  of 
serially  numbered  tickets  distributed  by  the  Tax  Commission  or  the 
use  of  stamps  affixed  to  each  ticket  to  indicate  the  payment  of  the 
tax.  The  use  of  stamps  is  troublesome  and  expensive  and  practi- 
cally all  operators  of  places  of  amusement  in  the  state  use  tickets 
distributed  by  the  Tax  Commission  and  it  is  comparatively  easy  to 
ascertain  the  amount  of  tax  due. 

LICENSE   FOR   THE   PRIVILEGE   OF    SELLING    MANUFACTURED   TOBACCO 

PRODUCTS,   CANDY  RETAILING  AT  FIFTY   CENTS   PER   POUND   AND 

ABOVE,   AMMUNITION,   PLAYING  CARDS  AND   MALT 

In  1923  the  South  Carolina  General  Assembly  passed  an  excise 
tax  law  in  the  form  of  a  stamp  .tax  on  cigars,  cigarettes,  smoking 
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tobacco,  ammunition  and  candy  retailing  above  a  certain  price. 
On  account  of  having  little  information  and  no  law  as  a  guide,  the 
result  was  an  extremely  inadequate  law  and  administration  was 
difficult.  The  law  was  amended  several  times,  improving  the  ad- 
ministrative features  and  also  adding  chewing  tobacco,  snuff,  play- 
ing cards  and  malt.  One  amendment  requiring  the  party  first  re- 
ceiving such  commodities  in  the  state  to  affix  stamps,  which  included 
wholesalers,  was  a  very  decided  improvement  and  since  that  time 
the  administrative  difficulties  have  been  tremendously  reduced. 
There  are  still  efforts  made  to  evade  the  law  and  to  defraud  the 
state  out  of  its  revenue  by  re-using  stamps  and  various  other  means, 
but  with  an  efficient  force  and  close  supervision,  the  violations  are 
held  down  to  a  minimum.  It  is  only  reasonable  to  state  that  the 
evasions  of  this  law  are  no  more  in  proportion  than  evasions  to 
other  tax  laws,  as  no  perfect  tax  law  has  yet  been  written. 

Altogether  this  source  of  revenue  has  proved  very  satisfactory  as 
it  produced,  in  the  State  of  South  Carolina,  last  year,  SI. 907. 000. 
The  rates  are  not  excessive,  as  the  rate  on  cigarettes  and  smoking 
tobacco  is  one  cent  for  each  five  cents  or  fractional  part  thereof 
of  the  retail  selling  price.  Cigars  retailing  for  over  three  cents  are 
taxed  S10.00  per  thousand,  or  one  cent  each;  snuff  and  chewing 
tobacco  being  taxed  at  one  cent  for  each  three  ounces. 

There  are  a  few  minor  amendments  that  could  be  made  that 
would  improve  the  law,  such  as  requiring  an  annual  license  fee 
from  all  dealers  in  tobacco  products,  and  basing  the  rates  on  weight 
and  number  rather  than  selling  price,  so  that  the  rates  will  not 
change  when  the  prices  are  increased  or  reduced. 

SOFT    DRIXKS    TAX 

In  1925  a  tax  was  also  imposed  on  soft  drinks  sold  within  the 
state.  This  tax,  like  the  admissions  tax,  requh'ed  monthly  returns 
from  the  dealers  with  the  tax  accompanying  the  return.  It  was 
also  soon  discovered  that  the  proper  returns  were  not  being  made 
and  the  law  was  amended  and  now  requires  the  use  of  tax-paid 
crowns  or  stamps  on  bottled  drinks,  and  the  use  of  stamps  on  syrup 
containers  for  drinks  served  at  soda  fountains.  The  bottle  crowns 
now  bear  a  tax-paid  emblem  and  it  is  an  easy  matter  to  enforce  the 
law  by  inspection.  It  is  not  so  easy,  however,  with  syrup  con- 
tainers used  at  fountains  and  it  requires  periodical  auditing  to  in- 
sure the  payment  of  the  proper  amount  of  tax.  The  change  in  the 
law  added  materially  to  the  enforcement,  and  evasion  has  now  been 
reduced  to  a  minimum.  The  tax  produces  approximately  one  and 
one-fourth  million  dollars  annually,  the  rate  being  one  cent  for 
each  five  cents  or  fractional  part  of  the  retail  price  on  bottled 
drinks  and  seventy-six  cents  per  gallon  on  fountain  syrup. 
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Consumption  excise  taxes 

Consumption  excise  taxes  in  South  Carolina  were  fully  covered 
in  a  paper  prepared  by  Dr.  S.  M.  Derrick,  Professor  of  Rural  Eco- 
nomics, University  of  South  Carolina,  and  read  before  the  National 
Tax  Conference  at  Upper  Saranac  and  published  in  the  proceed- 
ings of  the  1929  conference.  This  discussion  will  consist  of  the 
statement  of  Dr.  Derrick  and  the  subsequent  experiences  of  the 
South  Carolina  Tax  Commission. 

"  Consumption  excise  taxes  have  experienced  fuller  development 
in  South  Carolina  than  in  any  other  state.  There  may  be  some 
objection  to  this  form  of  taxation,  but  in  South  Carolina  it  was 
from  dire  necessity  that  this  field  was  entered.  The  whole  under- 
lying reason  for  the  enactment  of  these  laws  was  the  relief  of 
tangible  property.  South  Carolina  primarily  is  an  agricultural 
state.  Faced  with  increasing  cost  of  government  and  a  disastrous 
shrinkage  in  the  value  of  farm  property,  it  was  imperative  that 
other  sources  of  revenue  be  sought. 

"A  tax  on  property  is  a  tax  on  a  necessity.  A  tax  on  tobacco  and 
soft  drinks  is  a  tax  on  non-essentials.  We  are  able  to  justify  these 
taxes  on  the  ground  that  they  reach  a  class  of  people  who  other- 
wise pay  no  taxes.  Under  the  property  and  income  tax  system, 
only  those  who  own  property  or  enjoy  an  income  above  a  certain 
amount  contribute  to  the  support  of  government.  Consequently 
only  a  small  proportion  of  the  population  bear  this  burden.  Large 
numbers  of  wage-earners,  men  without  families,  etc.,  escape.  A 
tax  on  non-essential  commodities  of  wide  use  would  reach  this 
class.  There  are  relatively  few  who  are  not  consumers  of  tobacco 
products,  soft  drinks,  or  other  similar  commodities,  and  it  was 
reaching  this  group  that  enabled  the  Tax  Commission  to  say  in  its 
report  of  1925:  'On  account  of  the  indirect  taxes  a  greater  per- 
centage of  the  citizens  of  our  State  are  contributing  to  the  cost 
of  State  Government  than  any  other  State  in  the  United  States.'  " 

Consumption  excises  are  elastic.  Direct  taxes  are  inelastic. 
Excise  taxes  may  furnish  a  balance  between  direct  and  indirect 
levies.  Indirect  taxes  may  be  changed,  added  to  or  taken  from,  to 
meet  the  changing  conditions  and  needs  of  the  government.  This 
has  been  the  development  in  South  Carolina. 

Further,  this  is  an  optional  tax.  No  one  is  compelled  to  pay  the 
tax  because  the  commodities  upon  which  tax  is  imposed  are  not 
necessities.  If  one  objects  to  paying  the  soft  drink  tax  he  has 
only  to  refrain  from  drinking;  or  the  cigarette  tax.  he  could  re- 
frain from  smoking,  and  so  with  the  other  commodity  taxes.  So 
far  as  we  know,  there  has  been  no  material  decrease  in  the  con- 
sumption of  the  commodities  taxed. 
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The  method  of  collecting  this  tax  should  he  noticed.  This  system 
is  what  has  been  called  "  painless  extraction  or  broken  doses."  If 
the  ordinary  automobile  owner  would  calculate  the  tax  on  gasoline 
that  he  pays  annually,  he  would  be  greatly  surprised,  yet  it  is  paid 
uncomplainingly  and  is  regarded  as  a  part  of  the  daily  routine. 
The  same  is  true  of  consumption  excises.  At  a  rate  of  one  cent 
per  drink,  the  amount  collected  from  the  soft  drink  tax  in  South 
Carolina  in  the  year  1930  was  $1,076,939.00. 

The  so-called  indirect  taxes  that  have  been  enumerated  above 
have  without  doubt  become  a  permanent  part  of  our  state  revenue 
system.  It  is  accepted  without  argument  by  the  people  of  South 
Carolina  and  there  is  no  suggestion  that  any  of  them  be  inter- 
fered with. 

South  Carolina  has  found  the  indirect  taxes  a  source  of  great 
strength  in  the  present  emergency.  Property  values  are  rapidly 
decreasing  and  delinquent  taxes  threaten  a  severe  shortage  in  prop- 
erty tax  collections,  while  the  revenues  from  indirect  taxes  are 
fairly  stationary.  Total  collections  from  all  indirect  sources  in 
1929  were  $14,351,51:4.78  and  in  1930,  $14,230,142.87,  and  with  the 
prospects  of  only  a  normal  decrease  in  1931. 

I  have  said  that  the  underlying  reason  for  the  enactment  of  these 
laws  was  for  the  relief  of  tangible  property,  especially  farm  prop- 
erty. In  1923  the  tax  levy  for  state  purposes  was  fourteen  mills.. 
This  levy  was  gradually  reduced  until  in  1930  it  was  five  mills, 
notwithstanding  the  increased  cost  of  government  and  the  dimin- 
ishing value  of  property.  Had  the  power  tax  been  collected  in 
1931,  the  state  levy  would  have  been  reduced  to  three  and  one- 
half  mills. 

Eliminating  the  gasoline  and  corporation  license  taxes,  which  are 
collected  by  the  Tax  Commission,  an  assessment  of  twenty  mills 
would  be  required  to  raise  an  amount  of  revenue  equal  to  the 
revenues  raised  by  South  Carolina's  special  taxes.  Taking  into 
consideration  the  revenues  raised  by  consumption  taxes  solely,  an 
assessment  of  eight  mills  on  the  property  of  the  state  would  be 
required  in  order  to  produce  an  equal  amount  of  revenue. 

The  average  cost  to  the  state  of  raising  one  dollar  of  revenue 
from  the  laws  administered  by  the  Tax  Commission  is  one  and 
one-half  cents.  Eliminating  the  gasoline  and  corporation  license 
taxes,  the  cost  is  three  cents. 

Chairman  Doyal:  For  the  benefit  of  those  who  came  in  after 
the  speaker  began,  the  paper  just  read  was  the  first  of  the  after- 
noon session.  The  Tax  System  of  South  Carolina  as  Viewed  by  an 
Administrator,  by  the  Honorable  Frank  C.  Robinson,  Member  of 
the  South  Carolina  Tax  Commission.  The  next  paper  to  be  pre- 
sented is  "  The  Situation  in  Florida,"  by  Perry  G.  Wall,  Chairman 
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of  the  Florida  Citizens'  Finance  and  Taxation  Committee.  The 
presiding  officer  is  informed  that  Mr.  Wall  is  confined  to  his  home 
in  Tampa  on  account  of  influenza,  but  has  sent  his  paper,  which 
will  be  read  by  the  secretary. 

Secretary  Query:  Since  my  attendance  upon  the  Tax  Confer- 
ences, for  the  last  ten  years,  we  have  not  had  anything  on  the 
Florida  tax  situation.  It  did  not  appear  that  any  one  who  has 
attended  from  Florida  had  anything  to  say  about  its  tax  system,  so 
at  the  invitation  of  the  program  committee  Mr.  Wall,  a  very  promi- 
nent citizen  of  the  state,  and  chairman  of  the  Florida  Citizens' 
Taxation  Committee,  consented  to  prepare  a  paper  for  presentation 
today.  On  yesterday  I  received  a  letter  from  him  enclosing  his 
paper.  For  the  benefit  of  those  who  appreciate  what  the  National 
Tax  Association  is  trying  to  do,  I  wish  to  read  Mr.  Wall's  letter, 
or  part  of  it. 

"  My  dear  Mr.  Query: 

I  am  sending  you  by  registered  mail  my  address,  which  I 
will  greatly  appreciate  your  having  read  for  me. 

I  am  very,  very  sorry  indeed  that  I  am  unable  to  attend  the 
conference.  I  looked  forward  to  it  with  a  great  deal  of 
pleasure  and  considered  it  quite  an  opportunity  and  a  real 
honor  to  be  on  the  program;  so  you  can  imagine  my  disap- 
pointment. I  am  pleased  to  say  that  I  am  sufficiently  recovered 
now  to  be  at  my  office,  but  am  afraid  to  undertake  the  trip  to 
Atlanta. 

I  will  take  advantage  of  the  opportunity  to  say  that  I  value 
the  National  Tax  Association  more  than  any  other  organiza- 
tion with  which  I  have  ever  been  connected.  I  feel  that  it  is 
doing  a  great  work  and  it  has  been  of  tremendous  benefit  to  me. 

Assuring  you  of  my  best  wishes,  I  am. 

Yours  sincerely, 

Perry  G.  Wall.'' 

THE  SITUATION  IN  FLORIDA 

PERRY   G.    WALL 
Chairman,  Florida  Citizens'  Finance  and  Taxation  Committee 

The  tax  situation  in  Florida  has  been  demanding  the  attention  of 
the  people  more  than  ever  before  because  of  the  collapse  of  the  real 
estate  boom  in  Florida  and  the  general  business  depression  through- 
out the  country. 

On  account  of  the  realization  on  the  part  of  officials  and  the 
people  that  something  had  to  be  done  to  relieve  the  situation,  in 
March,  1930,  the  Governor  of  the  State,  Honorable  Dovle  E.  Carl- 
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ton.  called  a  conference  of  the  business,  professional  and  industrial 
interests  of  the  state  to  meet  in  Jacksonville  for  the  purpose  of 
taking  steps  to  formulate  some  plan  of  action.  At  this  conference 
a  non-partisan  committee  of  men  and  women,  called  the  Florida 
Citizens'  Finance  and  Taxation  Committee.,  was  formed,  of  which 
the  writer  was  made  chairman. 

Some  of  the  facts  and  figures,  expressed  in  round  numbers,  as 
shown  in  the  published  preliminary  report  of  the  chairman  and  the 
final  report  of  the  committee,  are  as  follows: 

The  entire  assessment  in  the  state  of  all  classes  of  property 
amounts  to  approximately  $600,000,000;  the  fire  insurance  carried 
in  the  state  amounts  to  $2,500,000,000.  These  figures  tell  their  own 
story  because  it  is  a  well-known  fact  that  all  property,  cannot  be 
insured,  such,  for  instance,  as  land;  that  no  property  is  insured  at 
more  than  its  value,  except  through  error  or  fraud,  which  is  inci- 
dental ;  and  that  very  little  property  is  insured  at  its  full  value. 
With  this  information  as  a  basis,  together  with  other  data  acquired 
through  official  and  reliable  sources,  a  conservative  estimate  of  the 
total  wealth  of  Florida  is  $6,000,000,000.  It  can  be  easily  seen, 
therefore,  that  ninety  per  cent  of  the  taxable  values  of  the  state  is, 
in  one  way  or  another,  escaping  taxation. 

The  committee  obtained  through  the  University  of  Florida  the 
assessed  figures  of  eight  hundred  and  fifty  pieces  of  property  in  ten 
different  counties  and  compared  the  assessments  with  the  actual 
figures  at  which  the  property  sold.  The  percentage  of  assessments 
ranged  from  six  to  forty-four  per  cent. 

It  took  twenty-three  different  mercantile  institutions  in  different 
cities,  obtained  statements  from  the  commercial  agencies  as  to  the 
personal  properties  of  these  institutions,  and  found  that  the  per- 
centage of  assessments  of  personal  property,  which  includes  stocks 
of  merchandise  and  intangible  property,  varied  from  approximately 
one  per  cent  to  fifty  per  cent. 

It  investigated  five  electric  companies  and  found  that  their  net 
worth,  according  to  their  reports  to  commercial  agencies,  and,  in 
some  instances,  to  the  State  Railroad  Commission,  showed  a  value 
of  more  than  $193,000,000.  The  total  assessment  against  these 
properties  was  a  little  more  than  $8,000,000. 

It  found  in  twenty-six  counties  more  than  600.000  head  of  horses, 
mules  and  cattle,  and  only  85,000  were  on  the  tax  books. 

It  found  more  than  20,000  motor  boats  registered  in  the  custom 
house  and  practically  none  of  them  were  assessed  at  all. 

It  found  that  real  estate  in  1921  was  assessed  at  $276,000,000 
and  increased  in  1926  to  $632,000,000.  Since  then,  in  1929,  it  was 
reduced  to  $490,000,000.  It  also  found  that  in  1921,  with  a  popu- 
lation of  less  than  a  million,  personal  property  was  assessed  at 
$104,000,000;  while  in  1930,  with  a  population  of  a  million  and  a 
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half,  the  assessment  was  reduced  to  $70,000,000.  Even  during  the 
boom  when  business  increased  in  the  state  to  such  a  large  extent 
that  the  transportation  facilities  were  not  sufficient  to  handle  the 
tremendous  movement  of  merchandise,  assessment  on  personal  prop- 
erty declined. 

In  addition  to  these  facts  brought  out  by  the  committee,  showing 
that  enormous  amounts  of  personal  property  were  escaping  taxation 
and  no  pretense  whatever  was  made  towards  collecting  any  tax  on 
certain  classes  of  property,  such  as  intangibles,  through  court  action 
taken  by  non-residents  of  the  state  before  United  States  Judge 
Ritter,  the  following  facts  were  brought  out: 

That  the  entire  personal  property,  both  tangibie  and  intangible, 
of  the  town  of  Palm  Beach,  containing  some  of  the  most  magnifi- 
cent hotels  and  residences  not  only  in  the  state  but  in  the  world, 
was  assessed  in  1930  for  less  than  $350,000;  that  a  water  company 
in  Palm  Beach  County,  owned  by  a  great  corporation,  in  order  to 
have  the  court  prevent  a  reduction  of  its  rates,  made  affidavit  that 
its  property  was  worth  more  than  $5,700,000,  and  this  entire  prop- 
erty was  assessed  for  less  than  $145,000. 

Judge  Ritter,  in  an  opinion  rendered  a  short  time  since,  declared 
the  whole  assessment  of  Palm  Beach  County  null  and  void.  The 
opinion  of  the  learned  Judge  is  not  only  far-reaching  in  its  effect, 
but  shows  the  chaotic  condition  of  the  tax  situation  in  this  state. 
He  uses  the  following  language : 

"  It  is  clear  that  he  (the  tax  assessor)  neglected  to  value  mil- 
lions of  personal  property  by  reason  of  his  failure  to  diligently 
inquire  into  the  available  sources  of  information  concerning  the 
same,  which  would  have  disclosed  the  facts.  Real  estate  has  borne 
an  unjust  burden  of  taxation  by  reason  of  the  escape  of  millions 
of  taxable  property." 

He  further  states :  "  The  banks  made  no  return.  The  banks  pub- 
lished annually  a  statement  of  their  assets.  This  was  a  source  of 
information  to  the  tax  assessor,  which  he  admits  he  did  not  con- 
sider. Banks  should  not  be  permitted  by  an  assessor  to  escape 
taxation.  Of  all  institutions  a  bank  should  be  careful  to  observe 
the  law  and  not  shield  itself  or  its  trust  or  its  depositors  from 
proper  and  just  taxation." 

It  is  unnecessary  to  go  further  into  detail  to  bring  out  the  facts 
as  to  the  inequalities  of  taxation  in  Florida,  viewed  from  any 
standpoint — inequalities  as  between  the  assessment  of  property  in 
the  different  sections  of  the  state,  different  counties  in  the  state,  as 
between  individual  properties  in  the  same  county.  There  is  abso- 
lutely no  uniform  rule  throughout  the  state  by  which  property  is 
assessed. 

It  might  be  asked,  and  very  properly  so:  "Why  this  state  of 
affairs?"     The  answer  is,  that  the  state  is  operating  under  a  con- 


THE  SITUATION   IN   FLORIDA  81 

stitution  passed  in  1885.  The  provision  of  the  constitution  control- 
ling our  tax  policy  is  as  follows :  "  All  property  shall  be  assessed 
at  a  fair  valuation  and  a  uniform  rate."  It  has  been  amended 
providing  that  the  legislature  may  levy  a  lower  rate  or  rates  on 
intangible  property. 

The  legislature  of  1931  passed  a  law  taxing  intangibles.  The 
tax  is  one-tenth  of  a  mill  on  one  class  of  intangibles,  such  as  money, 
and  two  mills  on  other  classes.  It  can  be  readily  seen  that  this 
bill  was  passed,  not  for  the  purpose  of  obtaining  revenue  or  to 
carry  out  the  spirit  of  the  law,  which  is  to  tax  property  in  accord- 
ance with  benefits  received,  but  merely  to  conform  to  the  letter  of 
the  law.  Not  only  is  this  shown  by  the  low  tax.  which  will  pro- 
duce practically  no  revenue,  but  the  bill  is  so  framed  that  it  not 
only  permits  tax  evasion,  but  actually  invites  it.  It  provides  that 
the  returns  made  on  intangible  personal  property  shall  not  be  open 
to  inspection,  except  by  officers  of  the  state  and  counties  whose 
duties  require  the  examination  thereof,  or  under  order  of  a  court 
of  competent  jurisdiction  requiring  same  as  relevant  evidence.  It 
also  provides  that  the  tax  assessor  shall  deliver  to  the  taxpayer,  at 
his  request,  the  return  on  intangible  personal  property  within  six 
months  after  same  shall  have  been  filed  with  him  and,  if  not  re- 
quested, that  the  return  shall  be  destroyed. 

The  same  legislature  passed  a  corporation  tax.  taxing  corpora- 
tions from  $10.00  on  capital  stock  of  $10,000  to  $1,000  on  capital 
stock  of  over  $2,000,000.  In  this  law  there  is  also  an  interesting 
provision,  which  is  to  the  effect  that  while  all  corporations  with  a 
capital  of  less  than  $2,000,000  are  required  to  file  detailed  state- 
ments of  their  affairs,  any  corporation  paying  the  maximum  fee  of 
$1,000  shall  not  be  required  to  file  any  report  whatsoever,  showing 
the  evident  intention  of  permitting  the  large  corporations,  such  as 
utilities,  etc.,  to  keep  their  assets  covered  up.  while  the  smaller 
corporations  are  required  to  give  out  information  in  reference  to 
their  affairs  that  is  available  to  the  local  tax  assessor. 

Without  exception.  I  find  that  the  small  land  owner,  the  home 
owner  and  the  small  business  man  are  paying  much  more  than  their 
share,  while  the  large  property  owners  of  all  classes  are  evading 
taxation  in  a  shameful  way. 

Quite  a  number  of  panaceas  were  proposed  to  relieve  the  situa- 
tion, such  as  a  general  sales  tax  and  a  tax  on  luxuries.  The  result 
was  that  the  legislature  finally  increased  the  tax  on  gasoline  to 
seven  cents  per  gallon — I  believe,  the  highest  in  the  United  States — 
allocating  the  returns  therefrom  to  the  state  and  counties  in  such  a 
way  as  to  leave  an  open  question  as  to  whether  or  not  the  alloca- 
tion is  legal,  which  is  now  being  contested  before  the  courts.  It 
also  passed  a  documentary  stamp  act  providing  for  a  tax  of  ten 
cents  a  hundred  on  all  notes,  bills  of  sale.  etc. 
6 
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It  remains  to  be  seen  just  what  amount  of  revenue  these  different 
special  taxes  will  produce.  It  is  quite  certain,  however,  that  the 
revenue  produced  by  them  will  amount  to  relatively  very  little  as 
compared  with  the  total  expenditures  of  the  state,  county  and  city 
governments,  which  amount  to  approximately  $115,000,000  per 
annum. 

Statistics  show  that  the  general  property  tax  produces,  on  the 
average,  seventy-five  per  cent  of  the  revenue  of  the  local  govern- 
ments— state,  county  and  municipal — and  it  is  essential  that  this  tax 
be  properly  administered.  On  account  of  the  fact  that  it  is  custom- 
ary in  the  different  counties  to  keep  assessments  low  in  order  to 
keep  from  paying  the  state  as  much  taxes  as  possible,  the  local  tax 
assessors  have  practically  competed  with  each  other  to  see  how  low 
they  can  make  assessments,  which  of  course  is  popular  with  the 
taxpayers.  On  this  account  it  is  a  popular  political  idea  in  the 
state  to  provide  revenue  for  the  state  government  through  special 
taxes,  so  as  to  do  away  with  the  state  ad  valorem,  upon  the  theory 
then  that  each  county  could  settle  its  own  tax  problems.  This 
would  be  a  very  dangerous  policy,  particularly  in  Florida,  where 
our  chief  trouble  has  been  caused  by  the  local  governments — not 
only  in  matters  of  taxation,  but  extravagance  in  expenditures. 

It  was  also  found  by  the  committee  that  there  was  no  uniform 
system  of  accounting  in  use  in  the  different  counties  of  the  state 
and  municipalities.  In  brief,  Florida  is  practically  an  aggregation 
of  counties  and  communities,  each  operating  as  separate  govern- 
mental units  so  far  as  taxation  and  expenditures  are  concerned. 
There  are  sixty-seven  counties  with  that  many  different  county 
assessors  and  boards  of  county  commissioners  controlling  tax  assess- 
ments. The  state  has  exercised  practically  no  control  over  taxation, 
the  most  important  of  all  governmental  functions.  The  different 
counties  and  municipalities  have  also  the  power  to  issue  bonds  and 
contract  debts,  over  which  the  state  has  no  supervision. 

The  committee  recommended  unanimously  the  establishment  of  a 
state  tax  and  finance  commission,  with  judicial  powers  and  sufficient 
funds  to  see  that  all  property  is  put  on  the  tax  books  and  a  uniform 
method  of  valuing  same  adopted  throughout  the  state;  also  the 
establishment  of  uniform  systems  of  accounting  in  the  different 
counties  and  municipalities  so  comparisons  as  to  the  cost  of  gov- 
ernment can  be  intelligently  made. 

The  committee,  in  addition  to  this,  made  about  fifty  other  recom- 
mendations in  the  way  of  changes  in  the  administrative  detail  of 
the  government  that  would  bring  about  economies  by  eliminating 
unnecessary  offices  and  have  the  effect  of  bringing  the  government 
more  in  accord  with  progressive  business  methods.  The  legislature 
failed  to  adopt  the  recommendations  of  the  committee  by  a  small 
vote,  but  the  work  has  now  started  and  the  indications  are  that  the 
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people  are  getting  sufficiently  aroused  so  as  to  bring  about  great 
improvements,  not  only  in  our  tax  policy,  but  in  all  governmental 
economies. 

The  state  has  not  exerted  its  sovereign  power  or  performed  its 
sovereign  duty,  which  is  to  guarantee  to  the  people  of  the  state,  as 
far  as  possible,  a  just  and  equitable  system  of  taxation  and  to 
protect  its  citizens  against  extravagance  in  expenditure  of  public 
moneys.  The  present  situation  cannot  continue  because  property 
owners  are  going  to  force  necessary  changes  through  the  courts. 
The  people  realize  that  the  present  tax  system,  or  lack  of  system, 
not  only  directly  affects  their  pockets,  but  has  destroyed  confidence 
in  property  values,  and  that  Florida,  on  account  of  development 
brought  about  by  good  roads  and  improvements  in  transportation, 
is  an  economic  as  well  as  a  political  whole  and  that  business  and 
values  are  not  controlled,  as  formerly,  by  county  and  community 
lines. 

The  state  has  had  no  inheritance  tax  or  income  tax,  but,  in  view 
of  the  policy  of  the  United  States  government  in  reference  to  the 
former,  the  state  has  now  levied  an  inheritance  tax.  This  will  cost 
the  citizens  nothing,  but  will  obtain  considerable  revenue  for  the 
state. 

The  committee  thoroughly  satisfied  itself  that  if  all  the  property 
of  Florida  is  properly  assessed,  ample  revenue  will  be  provided  at 
a  low  rate  of  taxation;  that  real  estate  is  bearing  most  of  the  bur- 
den, and  unjustly  so;  that  personal  property  and  business  generally 
are  not  paying  their  share  of  the  taxes.  While  other  states  have  a 
great  many  special  taxes,  which  are  burdensome  and,  in  many  in- 
stances, a  nuisance  to  business,  Florida  has  by  no  means  exhausted 
her  ability  to  carry  on  her  governmental  affairs  by  a  conservative 
tax  system  when  properly  administered.  The  great  trouble  has  been 
leaving  the  administration  of  the  law  to  the  local  officials  who  have 
neither  the  expert  information  nor  the  means  to  properly  value 
property,  especially  property  of  a  certain  class  which  requires  ex- 
pert knowledge. 

Florida's  wealth  consists  almost  entirely  in  her  agricultural  possi- 
bilities and  her  climate.  It  is  an  ideal  land  for  the  cultivation  of 
special  crops,  produced  at  a  time  when  the  rest  of  the  country  pro- 
duces practically  nothing — hand-picked  crops — thereby  furnishing 
labor  for  many  people  and,  under  normal  conditions,  bringing  good 
prices.  It  is  particularly  attractive  as  a  home  for  people  who  wish 
to  escape  the  colder  climates  of  other  sections. 

For  many  years  the  people  of  Florida,  in  their  anxiety  to  induce 
capital  to  come  into  the  state,  were  willing  for  business  capital  to 
be  taxed  at  proportionately  less  than  real  estate,  particularly  in  view 
of  the  fact  that,  as  the  state  developed  rapidly,  real  estate  increased 
in  value  in  all  sections.    It  was  considered  proper  for  real  estate  to 
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pay  most  of  the  cost  of  government,  inasmuch  as  it  received  the 
benefits  therefrom  by  the  increased  value. 

Under  these  conditions,  the  financial,  commercial  and  industrial 
interests  of  the  state  increased  tremendously  and  the  habit  of  tax 
assessors  to  assess  personal  properties  at  very  low  rates  and  not  to 
assess  intangible  properties  at  all  has  led  to  the  present  situation. 

The  remedy,  in  my  opinion,  is  a  simple  one  and  the  situation 
requires  no  radical  measures,  no  extra  taxes,  but  simply  an  enforce- 
ment of  our  present  laws,  with  a  few  necessary  additions,  by  the 
authority  of  the  state  through  a  high-class  state  tax  and  finance 
commission.  It  seems  almost  absurd  to  have  to  argue  the  necessity 
of  this  because,  to  a  thoughtful  man,  it  would  seem  quite  evident 
that  it  is  just  as  absurd  to  leave  in  the  hands  of  sixty-seven  dif- 
ferent tax  assessors,  elected  by  popular  vote,  the  determination  of 
values  for  governmental  purposes  as  it  would  be  to  leave  in  the 
hands  of  the  different  circuit  and  county  judges  the  determination 
of  the  principles  of  law.  For  the  same  reason  that  a  supreme  court 
is  furnished  for  the  establishment  of  principles  of  law,  a  state  board 
of  health  to  control  health  matters,  a  railroad  commission  to  control 
transportation  matters,  the  state  should  furnish  a  supreme  body — 
a  state  tax  and  finance  commission — to  control  and  supervise  all 
matters  of  taxation  in  all  governmental  units  and  control  and  super- 
vise expenditures  of  public  moneys. 

There  is  one  thought  which  I  wish  to  emphasize  and  that  is  how 
much  Florida  has  prospered  in  spite  of  these  obsolete  political  con- 
ditions. The  time  has  come  for  the  state  to  abandon  the  policies 
of  ox-cart  days  in  its  governmental  affairs,  and  T  am  very  hopeful 
that  the  people  are  now  sufficiently  aroused  ^o  bring  about  that 
result. 

Chairman  Doyal  :  The  next  paper  is  ''Developments  in  Ala- 
bama," by  Mr.  C.  H.  Knight,  of  the  University  of  Alabama.  Will 
Mr.  Knight  come  forward. 

C.  H.  Knight  (Alabama):  Mr.  Chairman  and  Gentlemen:  My 
subject,  as  I  note  from  the  program,  is  "  Developments  in  Ala- 
bama." This  limits  me  greatly  in  any  discussion  which  I  might 
make,  due  to  the  fact  that  developments  in  Alabama  in  the  last  few 
years  have  been  practically  nil,  as  I  think  they  have  in  a  great 
many  states.  This  probably  has  been  the  most  cussed.  I  might  say, 
and  discussed  subject  in  the  last  few  months  of  any  subject  in  the 
state.  There  has  been  more  said  and  less  done  than  on  any  other 
subject  that  T  know  of,  possibly  with  the  exception  of  prohibition, 
in  our  state.  In  other  words,  nothing  has  been  done  in  recent 
years. 

Alabama  is,  if  you  can  believe  the  newspapers,  in  a  somewhat 
critical  condition  as  regards  finances  and  revenues.     The  treasury 
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is  afflicted  with  growing  pains,  it  seems.  We  have  one  of  the  so- 
called  popular  deficits.  It  seems  to  be  popular  throughout  the  state 
and  nation  as  a  whole.  This  deficit  is  estimated  anywhere  from 
fifteen  million  dollars  to  possibly  fifty  million  dollars. 

We  are  in  somewhat  of  a  critical  condition  as  regards  schools, 
but  other  than  that  I  do  not  think  it  is  so  critical  as  one  is  led  to 
believe  by  the  newspapers. 

Our  tax  system  has  developed  almost  entirely  around  the  general 
property  tax,  since  the  Constitution  of  1875  instituted  this  tax.  It 
has  been,  and  probably  will  continue  to  be  for  some  time,  the  back- 
bone of  the  system.  Other  taxes  have  been  added  from  time  to 
time,  more  in  a  haphazard  manner  than  on  any  definite  trend.  It 
seems  to  be  a  question  of  shearing  the  lamb  that  raises  the  least 
yowl,  and  they  add  as  they  can  without  creating  so  much  discussion. 
Our  general  property  tax,  as  some  of  you  probably  know,  is 
based  on  sixty  per  cent  of  the  real  and  equitable  value. 

Alabama  is  one  of  five  states,  I  believe,  in  the  Union  which  has 
less  than  a  one  hundred  per  cent  valuation.  Our  state  rate  is 
sixty-five  cents,  or  six  and  one-half  mills,  on  general  property.  To 
this  we  will  have  to  add  the  three-mill  school  tax,  for  the  various 
county-wide  school  districts,  etc.,  until  our  average  levy  on  general 
property  is  now  20.933  mills,  I  believe. 

The  county  rates  differ  from  county  to  county,  Jefferson  County 
of  course  having  a  larger  rate  than  some  of  the  smaller  counties. 

We  have  exactly  the  same  problems  as  Florida,  as  Georgia, 
and,  I  suppose,  as  other  states,  the  main  one  being  under-valuation. 
We  just  recently  had  an  investigation  by  a  committee,  appointed  by 
the  House  of  Representatives,  of  one  of  our  public  utilities.  This 
was,  of  course,  for  tax  purposes.  The  investigators  found  that  in 
the  method  of  valuation  public  utilities  as  a  whole  were  valued  at 
forty-five  per  cent  of  real  value.  That  forty-five  per  cent  is  the 
average.  This  particular  public  utility  which  they  were  investi- 
gating was  valued  at  46.4  per  cent  for  all  of  its  properties,  and 
other  properties  in  the  state  were  valued  on  an  average  of  33  per 
cent  of  real  value.  So,  you  can  see.  one  of  the  greatest  evils  of  the 
general  property  tax  in  the  State  of  Alabama  is,  of  course,  under- 
valuation. We,  of  course,  also  have  evasion,  just  as  any  other 
state,  and  we  have  the  escape  of  personal  property.  Very  little 
personal  property,  in  comparison  to  the  real  value  of  personal  prop- 
erty, is  assessed  at  all.  One  study  was  made  of  Jefferson  County. 
I  believe,  in  which  the  real  value  of  personal  property  assessed  was 
estimated  to  be  one  per  cent  for  Jefferson  County. 

I  suppose  the  next  in  order  in  importance  would  be  the  gasoline 
tax.  The  legislature  of  1923  imposed  a  tax  of  two  cents  per  gallon 
on  all  gasoline  sold,  withdrawn  or  used  within  the  State  of  Ala- 
bama.    This  two  cents  is  divided  equally  among  the  counties.     In 
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other  words,  the  larger  counties,  the  more  populous  counties  help 
support  the  smaller  counties.  The  legislature  of  1927  increased 
that  tax  another  two  cents,  making  a  tax  of  four  cents  per  gallon 
on  the  sale  of  gasoline  within  the  state.  This  two  cents  was  to  go 
to  the  building  and  maintenance  of  highways.  The  recent  legis- 
lature has  added  one  cent  more,  making  now  a  total  of  five  cents 
per  gallon  on  gasoline. 

There  is  also  a  bill  before  the  people  to  issue  twenty-five  million 
dollars  in  bonds  for  road  building.  This  also  calls  for  an  additional 
one  cent  to  be  placed  on  each  gallon  of  gasoline  sold  in  the  state, 
to  be  used  as  a  sinking  fund  to  retire  those  bonds,  so  we  are  coming 
up  close  with  Florida,  with  their  seven  cents  gasoline  tax. 

I  suppose  the  next  thing  in  importance  is  the  franchise  tax. 
Alabama  imposes  a  franchise  tax  of  two  dollars  per  thousand  dol- 
lars of  capital  stock  on  every  domestic  corporation,  and  two  dollars 
per  one  thousand  dollars  on  all  capital  used  in  the  state  by  foreign 
corporations.  This  tax  yields  about  one  and  three-quarter  million 
dollars  each  year  to  the  state. 

We  also  have  a  tobacco  tax.  This,  unlike  other  tobacco  tax  laws, 
is  not  a  stamp  tax.  Our  tobacco  tax  is  based  on  fifteen  per  cent 
of  the  wholesale  price  of  cigars  and  cigarettes  sold  in  the  state. 
It  has  been  very  satisfactory.  It  yields  about  one  and  one-quarter 
million  dollars,  or  did  in  1930.  The  cost  of  administration  was 
around  six  per  cent.  I  believe.  The  tax  is  collected  through  an 
agreement  with  the  wholesalers,  in  which  they  are  given  a  certain 
per  cent  to  collect  from  the  retailers  and  remit  the  tax  to  the  State 
Tax  Commission.  Xo  stamps  are  required;  and  in  that  way  we 
get  around  calling  it  a  nuisance  tax,  as  some  do. 

Then  the  next  in  importance  is  the  public  service  corporation 
tax,  which  brings  around  seven  and  one-quarter  million  dollars. 
In  addition  to  the  general  property  tax  on  public  service  corpora- 
tions, the  state  levies  the  usual  franchise  tax,  of  two  dollars  per 
one  thousand  dollars,  and  in  addition  to  that  a  gross  receipts  tax 
of  two  and  one-half  per  cent  of  gross  receipts;  so  you  can  see  that 
the  public  utilities  or  public  service  corporations  are  contributing 
greatly  to  our  revenue  in  the  state. 

Alabama  has  an  unusually  complete  schedule  of  licenses.  We 
get  something  close  to  one  and  one-half  million  dollars  a  year  out 
of  the  license  schedule.  These  range  all  the  way  from  five  dollars 
on  small  businesses  to  twenty-five  thousand  dollars  on  sleeping-car 
companies.     This  schedule  is  rather  complete. 

We  have  also  a  coal  tonnage  and  a  severance  tax.  This  tax  has 
probably  more  unfavorable  criticism  than  any  other  tax  which  Ala- 
bama imposes.  It  is  a  tax  directly  on  the  mining  of  coal  and  iron 
ore.  The  rates  are  two  and  one-half  cents  on  each  ton  of  coal 
mined  and  four  and  one-half  cents  on  each  ton  of  iron  ore  mined. 
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Most  of  the  opponents  of  this  tax  claim  it  is  practically  prohibitive. 
It  is,  of  course,  hard  to  administer  in  the  case  of  the  coal  tax. 
In  the  case  of  iron  ore  it  is  not.  because  the  fact  is  that  a  few 
large  companies  make  the  returns  and  pay  the  tax. 

A  number  of  coal  mines  in  Alabama  are  what  we  call  wagon 
mines,  operated  by  one  or  two  persons.  They  dig  the  coal,  get  it 
out,  and  load  it  on  the  wagon  and  sell  it  direct  to  the  consumer, 
and  of  course  it  makes  the  administration  of  the  tax  difficult.  It  is 
also  claimed  by  the  opponents  of  this  tax  that  the  market  has  de- 
creased at  least  twenty  per  cent,  whereas  the  markets  in  direct 
competition  with  the  coal  fields  of  Alabama  have  increased  twenty- 
five  to  thirty  per  cent. 

Then,  we  have  various  miscellaneous  taxes,  such  as  on  carbonic 
acid,  two  cents  a  pound;  on  mining  equipments,  on  sixty-three  per 
cent  of  their  value;  on  express  companies,  which  come  under  the 
regular  service  corporations ;  railroads,  hydro-electrics,  etc.  These. 
I  think,  are  all  being  brought  under  the  regular  public  service 
corporation  taxes. 

As  to  recent  developments,  I  think  I  said  a  few  moments  ago 
there  are  practically  none.  That  is  just  about  correct.  The  recent 
legislature  did  pass,  however,  an  inheritance  tax  law.  Up  until 
this  year  our  constitution  prohibited  an  inheritance  tax  or  an  in- 
come tax.  The  tax  law  is  so  worded,  obviously,  as  to  take  advan- 
tage of  the  eighty  per  cent  clause  in  the  federal  tax  law.  and  to 
appease  possibly  the  great  clamor  for  additional  revenue  which  was 
going  on  over  the  state. 

There  was  also  considerable  agitation  for  an  income  tax  law. 
All  the  time  we  had  this  clafhor  for  additional  revenue  and  yet  we 
were  asked  to  cut  down  taxes.  The  legislature  fought  during  the 
whole  session  over  an  income  tax  law,  in  fact  that  was  practically 
all  they  did.  The  first  proposal  was  that  they  would  put  on  an 
income  tax  of  two  per  cent.  They  could  not  come  to  any  agree- 
ment on  that.  Another  proposal  was  that  they  were  to  take  oft"  the 
general  property  tax,  the  ad-valorem  tax,  and  impose  an  income 
tax  in  its  place.  Still  another  proposal  was  to  take  off  three  and 
one-half  mills  of  the  general  property  tax  and  impose  an  income 
tax  in  its  place.  Nothing  was  done,  however,  until  next  to  the  last 
day  of  the  session.  The  state  has  outstanding  some  fifteen  million 
dollars  in  warrants.  They  required  all  of  these  warrants  to  be 
registered,  and  a  bill  was  passed  allowing  these  warrants  to  be 
registered  and  to  receive  eight  per  cent  interest  on  them.  Just  at 
the  last  of  the  session  some  one  amended  this  law,  carrying  with  it 
a  provisional  income  tax  law.  and  it  passed.  Of  course,  it  was 
declared  unconstitutional,  and  we  are  destined  to  do  without  an 
income  tax  law  for  years  to  come  and  be  dependent  almost  entirely 
on  our  general  property  tax. 
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There  was  one  other  tax  law  passed  during  the  recent  legisla- 
ture, popularly  called  the  chain  store  tax.  It  is  a  tax  imposed  on 
companies  operating  more  than  one  store  in  the  State  of  Alabama. 
The  graduated  tax  is  on  the  basis  of  the  first  store,  one  dollar,  from 
two  to  five  stores  ten  dollars  for  each  additional  store,  from  five 
to  ten  stores  fifteen  dollars  for  each  additional  store,  ten  to  twenty 
stores  twenty-five  dollars,  and  over  twenty  stores  seventy-five  dol- 
lars for  each  additional  store  or  place  of  business.  They  made  one 
exception  in  this  law,  and  that  is  dealers  of  petroleum  products  are 
not  taxed. 

As  I  said  a  moment  ago,  there  is  now  before  the  people  a  pro- 
posal for  an  additional  issue  of  twenty-five  million  dollars'  worth 
of  bonds. 

We  stand  at  the  present  time  in  the  State  of  Alabama  in  the 
enviable  position  of  being  among  the  first  five  highest  in  the  United 
States  in  proportion  of  bonded  indebtedness  to  assessed  valuation. 
If  this  proposed  issue  goes  through,  and  a  second  proposal  of  ten 
million  dollars  to  fund  a  floating  debt,  Alabama  would  occupy  the 
highest  position  of  any  state  in  the  United  States  in  relation  to  its 
bonded  indebtedness  to  its  assessed  valuation,  which  seems  to  be 
an  almost  impossible  situation. 

As  to  future  developments,  that  is  hard  to  say.  We  will,  \ 
think,  in  the  near  future  have  an  income  tax  law.  Considerable 
discussion  has  been  given  to  a  general  sales  tax,  but  nothing  done. 

It  seems  to  me  that  the  problem  we  have  in  .Alabama  is  one  of 
better  administration,  more  equal  assessments  throughout  the  coun- 
ties of  the  state,  and  possibly  relieving  somewhat  the  burden  on 
general  property,  which,  of  course,  is  always  the  most  over-burdened 
of  any  group.  The  thirty-three  per  cent  should  certainly  be  raised 
to  somewhere  near  the  sixty  per  cent  valuation.  As  to  when  that 
will  be,  it  is  hard  to  say.  It  will  certainly  take  more  administra- 
tive forces  in  the  field  in  order  to  get  it  up  anywhere  near  our 
sixty  per  cent  of  value. 

Philip  H.  Zoercher:  Did  you  pass  the  chain  store  law? 

C.  H.  Knight:  Yes. 

Philip  H.  Zoercher:  Now  you  are  interested  in  that  decision 
of  the  Supreme  Court  of  the  United  States  yesterday,  on  the  In- 
diana chain  store  law,  where,  on  a  petition  for  rehearing,  the 
court  again  upheld  the  law. 

Chairman  Doyal  :  That  concludes  the  papers  on  the  program 
this  afternoon,  and  as  I  understand  it,  this  general  subject  of  local 
tax  problems,  and  especially  these  papers  this  afternoon,  are  now 
open  to  discussion.  I  hope  there  are  some  members  present  who 
will   want  to  discuss  this  matter,  and  I  am  going  to  request  that 
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you  come  forward  and  announce  your  name  and  state.  It  being 
his  first  time  to  have  had  the  privilege  of  attending  one  of  these 
conferences,  the  Chair  knows  only  a  few  of  those  present,  and  I 
hope  those  of  you  who  discuss  the  matter — and  I  trust  a  number  of 
you  will — will  come  forward  to  the  rostrum  here  and  announce  who 
you  are.    Is  there  some  one  who  would  like  to  discuss  this  problem  ? 

Harley  L.  Lutz  (New  Jersey)  :  There  were  certain  points 
brought  out  in  Mr.  Robinson's  paper  to  which  I  should  like  to  refer 
very  briefly.  I  have  particularly  in  mind  the  passages  in  which 
he  commented  upon  the  very  extensive  system  of  excise  and  luxury 
or  consumption  taxes  in  that  state.  I  sympathize  entirely  with  the 
desire  of  the  tax  administrator  who  wants  to  get  the  revenue,  which 
he  must  get,  in  the  easiest  possible  manner;  and  of  course  I  will 
admit  that  if  it  were  possible  to  devise  a  tax  system  that  would 
work  while  the  tax  commissioner  is  asleep,  all  the  better. 

Mr.  Robinson  was  careful  to  say  that  the  State  of  South  Carolina 
resorted  to  such  taxes  out  of  dire  necessity.  I  am  not  at  all  certain 
that  we  want  a  tax  system  that  will  be  entirely  painless.  That 
particular  characteristic  of  these  taxes  was  stressed,  and  it  is 
stressed  by  a  great  many  other  people;  that  if  we  could  get  all  ot 
our  taxes  out  of  the  taxpayer's  hip  pocket  while  he  had  his  back 
turned  to  the  collector,  so  that  he  knew  nothing  of  what  was  going 
on,  it  would  be  presumably  an  ideal  arrangement. 

I  rise  at  this  point  in  the  discussion  merely  to  register  my  per- 
sonal protest  against  any  such  conception  of  the  ideal  tax  system. 
I  think  that  a  tax  system,  while  it  should  be  fair  and  equitable, 
should  be  one  that  in  a  certain  sense  hurts ;  in  other  words,  the 
taxpayer  should  be  aware  of  what  is  going  on.  He  cannot  be 
aware  of  what  is  going  on  as  long  as  the  tax  collector  is  taking  it 
all  out  of  his  hip  pocket  with  his  back  turned  to  him.  Therefore, 
while  I  am  willing  to  concede  both  the  fiscal  advantage  and  the 
desirability  of  a  limited  application  of  taxes  of  this  sort,  I  want  to 
point  out  to  you  that  that  portion  of  the  tax  system  must  be  very 
carefully  fitted  into  the  remainder  of  the  tax  system,  and  that  1 
state  would  better  not  undertake  such  taxes  except  as  a  measure 
of  dire  necessity.  I  think  it  is  far  wiser  in  the  long  run  to  begin 
at  the  other  end  and  exhaust  all  of  the  reasonable  possibilities  of 
direct  taxation  before  we  venture  into  this  field.  If  it  does  become 
necessary  to  develop  taxes  on  some  of  these  non-essentials,  or  so- 
called  luxury  products,  taxes  which  are  paid  without  realizing  what 
you  are  doing,  painless  taxes,  I  think  you  would  have  a  very  much 
better  case  for  such  a  procedure  than  if  you  lose  sight  of  the  other 
forms  of  taxation,  the  kind  that  hurts,  the  kind  that  the  taxpayer 
is  aware  of  at  the  time  he  is  making  his  payments ;  and  I  want  to 
stress  that  particularly  in  view  of  the  direction  of  our  future  dis- 
cussion, which  has  an  emphasis  upon  the  importance  of  expendi- 
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ture  control.  If  you  put  all  the  taxpayers  to  sleep,  if  you  anaes- 
thetize them,  and  take  the  money  you  need  for  governmental 
purposes  without  anybody  knowing  what  is  happening,  all  hope  of 
expenditure  control  in  the  interest  of  efficient  and  economical  gov- 
ernment is  gone.  And.  we  need  only  to  observe  what  has  happened 
in  a  number  of  states  with  respect  to  the  expenditure  of  some  of 
the  funds  that  were  obtained  in  this  painless  manner,  to  realize 
that  you  are  traveling  a  dangerous  path.  I  refer  to  highway  ex- 
penditures. The  country  has  had  need  of  highways,  of  course,  but 
as  the  Governor  of  Texas  once  said  about  the  attitude  toward 
higher  education  in  that  state,  the  people  have  gone  hog-wild  over 
highways,  as  they  had  gone  hog-wild  over  education  in  Texas. 

One  reason  why  we  have  been  able  to  build  the  kind  of  highways 
that  have  been  built,  without  any  regard  to  traffic  needs  or  traffic 
conditions,  has  been  the  fact  that  people  were  paying  it  as  they 
bought  their  gasoline,  very  often  without  stopping  to  think  about 
the  tax,  and  many  of  them  entirely  ignorant  that  there  was  a  tax 
concealed  in  the  price.  And.  if  we  want  to  make  any  headway  at 
all  in  the  direction  of  expenditure  control,  I  think  we  have  to  keep 
in  mind  the  necessity  of  reminding  the  taxpayer  of  his  part  in  the 
program.  He  has  to  pay  the  bills.  I  cannot  say  that  I  view  it 
with  alarm,  but  I  merely  rise  to  interject  here  the  suggestion  that 
the  states  that  are  hard  put  to  it  would  better  consider  carefully 
the  direction  in  which  they  are  headed,  if  they  begin  to  rely  too 
heavily  upon  painless  taxation.     Thank  you. 

H.  S.  Hicks  (Illinois)  :  Doctor  Lutz's  remarks  have  reminded 
me  of  something  that  I  think  we  very  often  forget  when  we  con- 
sider the  ability  to  pay  taxes.  I  wanted  to  know  something  about 
the  distribution  of  wealth  in  the  community  where  I  live,  so  I  took 
occasion  last  year  to  measure  the  flow  of  property  through  the 
Probate  Court  of  three  of  the  northern  counties  of  Illinois.  I  took 
estates  that  had  been  filed  for  probate  for  the  period  1920  to  1930. 
and  then  went  to  the  death  records,  and  took  off  from  the  death 
records  every  adult  that  had  died  in  the  three  counties  during  that 
period;  and  it  was  something  of  a  shock  to  me  to  find  that  seventy 
per  cent  of  all  adults  that  had  died  in  the  three  counties  left  no 
estate  whatever ;  in  other  words,  they  were  not  taxpayers  under  a 
general  property  tax  system.  That,  in  my  opinion,  is  the  argument 
that  would  justify  the  program  that  South  Carolina  has  followed. 
The  seventy  per  cent  who  are  not  property  owners  have  tax-paying 
ability,  and  the  only  way  you  can  reach  them  is  through  this  pain- 
less taxation,  of  consumption  taxes,  which  South  Carolina  has 
followed. 

Jexs  P.  Jensen  (Kansas)  :  I  just  want  to  ask  a  question  of  Mr. 
Knight.     He  talked  about  the  Alabama  tax  svstem.     I   wanted  to 
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ask  him  if  he  would  not  explain  to  us  the  method  of  equalization 
in  the  State  of  Alabama.  We  heard  something  about  Georgia  hav- 
ing arbitration  as  a  device.  I  understand  that  the  system  in  Ala- 
bama is  peculiar.     I  believe  it  would  be  worth  while  hearing  it. 

C.  H.  Kxight  :  I  would  like  to  say  that  I  am  not  connected  in 
any  way  with  the  State  Tax  Department,  and  Air.  S.  R.  Butler. 
State  Tax  Commissioner  of  the  State  of  Alabama,  who  is  here,  could 
give  you  an  answer  to  that  question  better  than  I  could. 

Chairman  Doyal:  Is  Air.  Butler  in  the  room? 

S.  R.  Butler  (Alabama)  :  What  is  the  question,  Air.  Chairman? 

Jens  P.  Jensen:  The  request  was  for  an  explanation  of  the 
method  of  equalizing  assessments  between  individuals  and  between 
counties  in  the  State  of  Alabama.  I  think  it  is  different  from  most 
of  the  other  states;  I  think  from  all  the  other  states. 

S.  R.  Butler:  It  has  not  been  equalized  down  there. 

T.  S.  Adams  (Connecticut)  :  I  want  to  make.  Air.  Chairman,  a 
few  inquiries  along  the  lines  suggested  by  Air.  Hicks.  I  find  myself 
as  the  years  pass  in  rather  a  curious  situation.  Having  examined 
many  kinds  of  taxes,  I  have  been  saying  recently,  somewhat  by  way 
of  exaggeration,  it  seemed  to  me  the  Federal  tax  on  tobacco  was 
the  best  tax  we  had.  I  think  that  shocked  many  of  my  friends, 
friends  that  I  would  not  unnecessarily  or  consciously  shock.  I 
shocked  friends  whose  fundamental  principles,  I  think,  are  identical 
with  the  principles  entertained  by  myself.  I  should  like  to  see 
taxes  adjusted  in  accordance  with  ability  to  pay.  Most  people 
would.  Moreover.  I  thoroughly  subscribe  to  everything  Professor 
Lutz  has  said.  I  think  it  is  infinitely  important  that  taxes  should 
rub  and  the  people  should  be  conscious  of  taxes.  Nevertheless, 
starting  with  those  premises,  which  are,  I  suppose,  the  premises  of 
nine  out  of  ten  persons  here,  I  get  off  finding  myself,  under  all  the 
difficulties  of  the  practical  situation  that  exists,  strongly  in  favor 
of  some  of  the  consumption  taxes.  I  don't  like  to  call  them  pain- 
less taxes,  because  I  think  they  could  be  made  painful,  but  some 
of  the  consumption  taxes  and  taxes  analogous  to  those  which  have 
been  described  in  the  case  of  South  Carolina.  Let  us  take  the 
alternative.  What  are  the  alternatives  ?  Suppose  we  put  a  tax  on 
tobacco  or  on  amusements  and  collect  it  in  some  way  so  that  the 
taxpayer  knows  that  he  is  paying.  They  have  an  objection  to 
every  tax;  every  tax  is  beset  with  objections  in  effect.  But.  what 
is  the  alternative?  First  of  all,  is  the  alternative  the  property 
tax?  Xow,  which  is  worse?  The  property  tax  touches,  first  of  all. 
a==  Mr.  Hicks  has  asserted,  probably  not  more  than  forty  per  cent 
of  the  population  of  the  United  States.     Mr.  Hicks  said  thirty,  but 
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I  say  make  it  a  little  higher  and  make  sure.  In  accordance  with 
some  revenue  calculations  I  have  made  I  would  say  that  it  is  not 
more  than  forty  per  cent  of  the  people  of  the  United  States.  There, 
then,  is  sixty  per  cent  of  the  people  of  the  United  States  who  do 
not  feel  this  property  tax,  and  when  the  property  tax  is  imposed. 
it  is  in  many  places  imposed  in  accordance  with  methods  of  ap- 
praisal which  are — what  are  they? — they  are  barbaric.  I  do  not 
mean  in  every  state,  you  know,  and  I  know  many  places  where 
earnest  effort,  more  or  less  by  competent  men,  is  made  to  assess 
the  property  tax  correctly ;  and  there  are  other  states  where  it  is 
assessed  precisely  as  it  has  been  for  decades,  as  it  has  been  for 
centuries,  a  sheer  unadulterated  farce.  That  is  one  alternative. 
What  is  the  second  alternative  ?  Possibly  nobody  here  has  done 
more  than  I  myself  to  introduce  income  taxes  throughout  the  coun- 
try, in  a  certain  way,  and  I  intend  to  go  on  doing  that,  because  I 
think  it  is  a  wholesome  movement  on  the  whole,  but  the  income 
tax  is  woefully  weak  from  the  standpoint  of  touching  the  majority 
of  voters.     You  all  know  the  situation. 

Under  the  Federal  Government  the  income  tax  touches  probably 
not  more  than  two  per  cent  of  the  population,  it  that  many.  Con- 
sider the  exemptions  under  the  Federal  income  tax.  A  man  and 
wife  and  three  children  get  an  exemption  of  forty-seven  hundred 
dollars  a  year.  That  family  then,  with  forty-seven  hundred  dollars 
a  year,  pays  no  Federal  income  tax.  Now,  a  family  with  forty- 
seven  hundred  dollars  a  year  is  not  lolling  in  luxury.  Certainly 
not.  And  you  and  I  do  not  wish  to  impose  unnecessary  burdens 
on  such  families.  Yet,  if  you  look  up  the  families  of  the  United 
States  in  the  order  of  their  wealth,  probably  at  least  seventy-five 
per  cent  would  be  below  forty-seven  hundred  dollars  a  year.  When 
you  exempt  the  family  wTith  forty-seven  hundred  dollars  a  year 
you  are  exempting  the  rich,  if  you  rank  the  families  of  the  United 
States  in  the  order  of  their  wealth.  If  you  draw  the  median  line, 
as  the  statisticians  say,  you  would  draw  it  somewhere  around, 
perhaps,  twenty-two  hundred  dollars  a  year,  or  somewhere  in  that 
neighborhood.  Let  us  say  it  is  twenty-five  hundred  dollars  a  year 
in  round  figures.  Everybody  above  that,  in  my  opinion,  should 
pay  the  income  tax,  at  the  very  least.  They  are  the  rich.  You  do 
not  have  to  have  one  hundred  thousand  dollars  a  year  to  be  rela- 
tively rich.  You  are  rich  if  you  have  five  thousand  dollars  a  year. 
Now,  I  do  not  want  to  pursue  that  tale,  but  it  is  equally  true  that 
the  best  you  can  do  with  the  income  tax  is  to  make  it  a  class  tax. 
There  may  be  a  justification  for  a  class  tax,  but  you  do  not  touch 
with  income  taxes  this  great  mass  of  voters  that  has  voice  in  the 
control  of  public  expenditures.  After  all,  starting  out  then  from 
Doctor  Lutz's  premises,  if  you  want  taxes  which  will  touch  the 
great  mass  of  the  people,  so  that  they  will  be  galvanized,  as  it  were. 
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into  some  effective  interest  in  public  expenditures,  what  sorts  of 
taxes  shall  you  use  to  do  that  thing?  I  am  not  so  certain  that  1 
see  any  better  taxes  than  taxes  upon  such  things  as  tobacco,  and 
so  on,  if  a  little  care  is  taken  in  their  imposition,  or  assessed  in 
some  such  way  as  to  let  the  ultimate  consumer  know  he  is  bearing 
them.     I  would  like  to  see  this  discussed  further. 

Edward  P.  Doyle  (New  York)  :  The  other  day  the  Governor 
of  New  York  State  sent  a  message  to  the  legislature  asking  for 
an  increase  in  the  income  tax  for  the  purpose  of  helping  the  un- 
employed of  the  state.  I  opposed  it  because  out  of  twelve  million 
people  in  the  State  of  New  York  only  three  hundred  thousand  pay 
an  income  tax,  and  I  claim  that  they  were  being  stood  up  against 
the  wall  and  a  pistol  put  at  their  heads,  and  they  were  made  to 
contribute  to  the  relief  of  the  unemployed,  when,  as  a  matter  of 
common  decency,  every  man  and  woman  of  the  twelve  million 
people  should  have  been  asked  to  contribute  and  to  help,  or  else 
you  should  have  an  income  tax  based  so  that  every  income  above 
six  hundred  dollars  a  year  should  pay  for  the  help  of  the  unem- 
ployed and  not  the  three  hundred  thousand  people  out  of  twelve 
million  people  in  New  York  State  who  pay  an  income  tax.  I  think 
if  Doctor  Adams  would  go  throughout  the  United  States  and  insist 
that  they  lower  the  base  in  income  taxes,  and  make  everybody  tax- 
conscious,  there  would  not  be  so  much  spending  of  government 
money. 

There  is  one  other  thing  I  want  to  say.  There  has  been  a  lot 
of  criticism  of  the  assessors  assessing  real  estate.  Now,  it  is  almost 
impossible  to  fix  the  value  of  real  estate  where  there  is  no  income, 
and  where  there  are  not  many  sales  or  many  transfers  of  property. 
Even  in  New  York  City  I  am  trying  now  to  persuade  the  tax  de- 
partment that  the  three  hundred  millions  of  assessed  valuation 
which  I  represent  are  grossly  over-assessed,  that  a  great  reduction 
should  be  made.  I  will  give  you  one  instance  of  how  difficult  it  is 
to  properly  assess  real  estate.  There  is  a  building  on  lower  Broad- 
way, built  three  years  ago ;  it  cost,  including  four  hundred  thousand 
dollars  profit  if  it  sold,  a  broker's  commission  if  it  was  sold,  one 
hundred  and  twenty-five  thousand  dollars  architect's  fees,  the  cost 
of  every  conceivable  item  that  went  into  the  construction,  taxes  and 
interest,  and  all,  while  it  was  being  constructed — not  more  than  five 
million  eight  hundred  thousand  dollars.  The  tax  department  has 
assessed  it  at  six  millions  of  dollars.  I  got  a  reduction  of  two 
hundred  thousand  dollars.  At  the  hearing  they  presented  three 
appraisals  by  the  ablest  real  estate  men  of  New  York  City,  apprais- 
ing that  property  as  high  as  nine  million  two  hundred  and  fifty 
thousand  dollars;  and  shortly  after  I  had  gotten  the  reduction  a 
firm  in  New  York  came  down  and  bought  that  building  for  nine 
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million  five  hundred  thousand  dollars.  Now  of  course  they  would 
be  glad  to  sell  it  for  less  than  the  six  million  dollars  it  was  assessed 
at  three  years  ago.  I  do  not  like  to  bring  this  personal  matter  in. 
but  I  am  paying  nineteen  hundred  dollars  taxes  on  the  first  of 
November  on  a  number  of  my  buildings  that  are  absolutely  vacant, 
and  have  been  vacant  for  two  years.  Now,  how  are  you  going  to 
determine  the  value  of  those  buildings ;  they  have  no  income.  As 
Doctor  Adams  knows,  over  in  Great  Britain  they  do  not  tax  land 
on  which  there  is  no  income,  because  it  is  almost  impossible  to 
determine  the  value.  Now,  real  estate  men  in  New  York  City  have 
estimated  the  value  of  the  finest  residential  building  in  the  State 
of  New  York  outside  of  the  city  of  New  York,  and  they  say 
twenty-five  thousand  dollars  is  the  limit,  no  matter  what  the  build- 
ing cost.  It  is  almost  impossible  for  assessors  to  determine  the 
value  of  land,  and  they  ought  to  be  treated  with  the  greatest  con- 
sideration and  courtesy.  They  have  not  really  done  anything 
wrong;  they  have  done  the  very  best  they  could. 

Chairman  Doyal  :  What  is  your  official  connection  ? 

Edward  P.  Doyle:  I  am  a  poor  unfortunate  taxpayer. 

Chairman  Doyal:  Is  there  any  other  discussion? 

Jens  P.  Jensen  (Kansas)  :  One  more  thing.  I  did  not  have 
much  success  with  my  last  statement.  I  want  to  say  something  in 
connection  with  what  Doctor  Adams  was  saying  a  moment  ago. 
It  is  a  little  different.  If  you  want  to  make  taxes  painful,  I  sup- 
pose there  are  various  ways  of  doing  it.  I  think  that  property 
taxes  to  a  good  many  people  are  not  nearly  as  painful  as  they  are 
sometimes  supposed  to  be.  I  think  that  there  are  a  great  many 
property  taxes  that  are  painful  at  least  only  once  a  year.  One  time 
when  I  came  to  pay  my  tax  bill  there  appeared  at  the  same  window 
a  huge,  husky-looking  gentleman  of  color,  and  he  was  told  the 
amount  of  his  taxes.  It  was  a  small  amount.  He  said,  "  That 
cannot  be,  that  is  too  much."  Of  course,  it  was  too  low  to  protest, 
but  that  is  the  first  time  he  thought  of  it.  "  Well,"  the  treasurer 
said,  "  this  is  the  amount  which  was  assessed  against  you."  "  No, 
that  cannot  be."  "  Why,  yes,  here  is  your  assessment."  "  No,  sir, 
I  never  saw  anything  of  that  '  ex-sessment '  before."  And  then 
they  showed  him  the  assessment  blank,  filled  out  with  his  own 
signature.  He  had  not  seen  that  before;  and  I  suspect  that  of  a 
great  many,  many  people  who  pay  a  property  tax ;  that  it  does  not 
occur  to  them  that  there  is  any  pain  attached  to  it  except  once  a 
year.  I  don't  expect  that  that  is  true  of  Mr.  Doyle,  when  he  has 
to  pay  nineteen  hundred  dollars,  but  it  is  probably  true  of  a  great 
many  who  have  to  pay  a  smaller  amount.  So.  after  all,  there  is  a 
limit  to  the  extent  to  which  property  taxes  are  painful  —  I  mean. 
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usefully  painful — to  the  extent  to  which  they  cause  people  to  take 
heed  and  refrain  from  demanding  public  services  which  cost  money. 

I  am  entirely  in  sympathy  with  an  attempt  to  get  some  contribu- 
tion from  a  great  many  people  who  are  not  in  the  income-tax 
paying  class  and  who  are  not  in  the  property-tax  paying  class ;  and 
I  think  that  those  taxes  can  be  made  painful ;  and  I  am  very  sure 
they  won't  have  to  be  made  very  much  more  painful  than  are  some 
of  the  property  taxes  that  are  paid.  If  you  take  out  a  great  many 
of  those  small  taxpayers  who  are  aware  of  any  pain  only  once  a 
year,  or  twice  a  year,  you  will  reduce  the  property-tax  paying  class 
that  feels  any  pain  very  much  below  the  percentage  which  Doctor 
Adams  suggested.  So,  if  there  is  any  merit  in  making  pain  a  con- 
comitant of  tax  payment,  I  am  disposed  to  think  it  could  be  very 
well  done  in  connection  with  some  of  the  indirect  taxes  as  well. 

After  all,  we  do  have  some  evidence  of  pain  in  connection  with 
the  payment  of  an  indirect  tax.  Every  time  I  buy  some  gasoline 
for  my  car,  I  see  the  sign,  so  much  tax.  The  dealers  in  gasoline 
are  very  careful  to  tell  us  how  much  of  the  price  is  a  tax  and  how 
much  is  not;  and  it  gives  me  just  as  much  pain,  in  fact  it  gives  me 
more  pain,  to  pay  that  gasoline  tax  than  it  does  to  pay  the  property 
tax,  although  that  is  pretty  high;  and  since  I  have  a  small  equity 
in  a  big  house  I  have  to  pay  a  pretty  good-size  tax  in  proportion  to 
the  equity  that  I  have.     I  think  that  is  all,  gentlemen. 

Henry  F.  Long  (Massachusetts)  :  Doctor  Jensen  of  Chicago  and 
Kansas,  I  think,  would  have  received  an  answer  from  Doctor 
Knight  if  he  had  waited  a  moment;  and  I  am  interested  also  in 
that  question.  Just  at  the  moment,  and  to  relieve  the  situation  a 
bit,  I  want  to  suggest  that  Clarence  Smith  told  me  this  morning  he 
did  not  have  very  good  luck  fishing,  and  Doctor  Jensen  jacked  me 
up  at  Saranac  Lake  by  telling  me  that  they  did  not  have  any  trout 
in  Kansas.  Now,  Clarence  Smith  told  me  he  could  not  find  any  up 
in  Wyoming,  because  he  says  the  streams  were  so  dry  in  Wyoming 
this  year  that  the  trout  left  a  cloud  of  dust  behind  them  when  they 
were  going  upstream. 

Doctor  Knight,  there  are  two  things  I  would  like  to  have  an- 
swered, first,  Doctor  Jensen,  and,  second,  on  Professor  Adams. 
The  first  one  is  this:  If  you  cannot  tell  us  what  the  equalization  is 
in  Alabama  —  Mr.  Butler  says  there  wasn't  any  —  perhaps  you  can 
tell  us  what  they  are  supposed  to  be ;  and  the  second  was :  Why 
Alabama  wanted  to  pay  eight  per  cent  on  warrants,  on  money  bor- 
rowed; what  they  possibly  could  use  that  money  for  on  which  they 
were  paying  eight  per  cent;  and  how,  in  the  name  of  the  Lord, 
they  can  justify  that  exaction  from  the  taxpayer. 

C.  H.  Knight  (Alabama)  :  It  happens  that  there  have  been  out- 
standing about  fifteen  million  dollars  of  warrants.     Some  of  them 
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were  registered  and  some  not  registered.  They  required  the  regis- 
tration of  those  warrants.  The  legislature  merely  attempted  to  pass 
this  law  with  an  eight  per  cent  provision  in  it,  so  they  could  go  tc 
the  banks  and  get  full  one  hundred  per  cent  value  on  their  war- 
rants, some  of  which  are  two  or  three  years  old;  and  that  was,  1 
think,  the  main  idea  of  the  eight  per  cent.  Of  course,  any  money 
that  the  State  of  Alabama  can  get  from  any  source,  it  can  use  very 
well,  and  particularly  in  education.  Now,  that  ;s  where  most  of  the 
warrants  are  held,  in  the  educational  field.  As  you  know,  in  a 
number  of  the  neighboring  states  there  are  numbers  of  teachers 
who  have  not  been  paid  in  possibly  six  or  eight  months,  and  that 
was  the  main  reason  for  having.  I  think,  the  eight  per  cent  clause 
in  that. 

In  regard  to  equalization,  as  Mr.  Butler  says,  I  think  there  isn't 
any  equalization.  They  attempt  to  equalize  taxes,  as  I  get  it,  by 
having  a  board  of  equalization,  a  board  of  review.  When  every 
assi  ssor  has  made  his  assessment,  or  has  given  in  his  taxes,  as  he 
usually  says,  the  assessment  is  reviewed  by  a  board  of  review,  and 
then  goes  to  the  State  Tax  Commission  or  the  ad-valorem  tax  de- 
partment. With  what  efficiency  the  board  of  review  is  operated,  I 
could  not  say,  not  being  connected  with  the  department. 

Fraxklix  S.  Edmonds:  If  you  were  obliged  to  borrow  money 
in  the  State  of  Alabama,  what  would  you  have  to  pay  for  it ? 
What  do  you  pay  on  your  fund  debt  loans? 

C.  H.  Knight:  Birmingham,  I  believe,  borrows  money  at  2.45. 
The  State  of  Alabama,  I  think,  is  offering  six.  The  City  of  Tuska- 
loosa  sold  one  hundred  and  twenty  thousand  of  five  and  one-quarter 
bonds  three  weeks  ago  at  $97.05.  So.  it  does  not  run  up  as  high 
as  eight  per  cent. 

Fr.\xklix  S.  Edmonds:  What  possible  explanation  is  there  for 
the  legislature  allowing  an  eight  per  cent  charge? 

C.  H.  Kxight  :  That  I  could  not  sav.  It  was  merelv  put  in 
the  bill. 

Fraxklix  S.  Edmonds:  I  can't  see  it.  I  come  from  Penn- 
sylvania. 

Jexs  P.  Jensen  :  That  was  the  county  board  of  equalization  that 
you  described. 

C.  TI.  Kxight:  Yes. 

Jens  P.  Jexsex  :  What  about  the  state  equalization  between  the 
counties  ? 

C.  H.  Kxight:  I  don't  know. 
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Chairman  Doval  :  Mr.  Butler,  have  you  a  state  board  of  equal- 
ization ? 

S.  R.  Butler:  What  is  the  question? 

Chairman  Doyal  :  They  want  to  know  if  you  have  a  state 
board  of  equalization.  You  answered  that  there  was  no  equaliza- 
tion, but  what  is  the  requirement  of  your  law? 

S.  R.  Butler  :  When  the  board  of  review  has  passed  on  the 
assessment,  then  the  State  Tax  Commission,  if  it  is  not  satisfied 
with  it.  has  a  right  to  set  it  aside,  providing  there  has  been  no 
appeal  made  from  the  county  board  of  equalization  to  the  circuit 
court,  and  the  circuit  court  has  not  placed  a  value  upon  it.  If  the 
circuit  court  has  placed  a  value  on  it,  then  the  State  Tax  Com- 
mission cannot  set  it  aside. 

Chairman  Doyal:  Is  the  ruling  of  the  State  Tax  Commission 
final?     Is  there  any  appeal  from  that? 

S.  R.  Butler:  Xo. 

Edward  P.  Doyle  :  Thirty-five  hundred  members  of  the  Real 
Estate  Board  of  New  York  are  now  putting  on  their  rent  bills  to 
the  tenants  the  part  of  the  rent  that  goes  for  taxes,  so  that  they 
will  know  the  portion  that  they  are  paying  of  the  taxes  of  the  city. 
We  are  trying  to  make  it  as  painful  for  them  as  we  can,  because 
we  know  what  that  means.  You  have  all  heard  the  story  of  the 
Scotchman  that  got  into  a  cab  in  London  to  see  the  sights  of  the 
city,  and  he  said,  "  Mon,  how  much  do  I  pay?"  The  cabman  said, 
"You  see  that  meter  there;  you  pay  fifteen  cents  for  the  first 
quarter  of  a  mile  " — or  whatever  it  was — "  and  so  much  for  each 
other  quarter  of  a  mile."  Then  they  drove  around,  and  he  was 
told  "  This  is  Nelson's  Monument,"  "  This  is  the  House  of  Parlia- 
ment." "  This  is  Westminster  Abbey,"  "  This  is  St.  Paul's,"  "  This 
is  Buckingham  Palace."  and  then  the  Scotchman  said,  "  For  God's 
sake,  let  me  out ;  this  thing  is  driving  me  mad.  watching  that 
meter." 

W.  S.  Booton  (Tennessee)  :•  I  want  to  know  some  more  about 
that  eight  per  cent  rate. 

C.  H.  Knight  :  I  think  in  Mississippi,  Alabama  and  in  Tennessee, 
to  some  extent,  there  are  numbers  of  public  school  teachers  and 
also  high  school  teachers  who  have  not  received  pay  in  some  cases 
for  one  year's  time.  I  happen  to  know  one  person  in  Mississippi, 
who  was  a  principal  of  a  high  school,  who  has  received  no  money 
whatever  from  the  state  for  something  over  one  year.  He  has  a 
boy  in  the  university.  If  he  attempts  to  borrow  on  that,  he  has  to 
discount  that  at  the  bank ;  and  when  he  gets  his  money  he  has  no 
method  whatever  of  repaying,  because  his  only  source  of  income, 
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in  this  case,  is  from  the  school;  and  it  is  to  relieve  that  situation 
somewhat  that  I  suppose  the  legislature  added  this  eight  per  cent 
clause,  so  that  the  holders  of  warrants  could  possibly  go  to  the 
bank  and  get  one  hundred  cents  on  the  dollar  tor  these  warrants. 
The  majority  of  the  warrants,  I  think,  are  held  by  teachers. 

Franklin  S.  Edmonds  :  Are  those  borrowed  on  the  credit  oi 
the  state? 

C.  H.  Knight:  No,  sir;  they  are  obligations  of  the  state,  but 
when  he  takes  it  to  the  bank  he  gives  that  as  collateral,  and  that  is 
all.  He  has  to  pay  the  interest  himself.  The  state  does  not  pay 
the  interest. 

Charles  D.  Rosa  :  Are  they  authorized  under  the  law  and  the 
constitution  so  as  to  make  them  perfectly  valid  obligations? 

C.  H.  Knight  :  Yes,  sir,  I  think  so.    The  eight  per  cent  was  not. 

Chairman  Doyal  :  I  think  the  chair  can  relieve  the  situation 
somewhat  on  that.  If  I  understand  it  correctly,  we  people  in  the 
South  here  have  been  operating  on  what  we  call  a  credit  system. 
That  warrant  he  speaks  of  is  nothing  more  or  less  than  the  check 
of  the  State  of  Alabama.  It  is  offered  to  an  employee  of  Alabama. 
He  happens  to  be  a  school  teacher.  It  is  offered  in  payment,  and 
it  is  not  cashable;  there  is  no  money  in  the  treasury  by  which  it 
can  be  cashed,  although  it  has  been  appropriated  by  the  legislature : 
the  appropriation  has  been  made;  the  warrant  has  been  issued;  all 
you  get  is  the  state's  obligation  to  pay ;  and  the  state's  obligation  to 
pay  cannot  be  used  at  the  bank.  You  cannot  carry  it  to  the  bank 
and  cash  it  for  its  face  value;  hence,  the  eight  per  cent  is  about 
the  rate  the  average  borrower  would  have  to  pay  at  the  banks  in 
Alabama  or  Georgia.  That  is  not  true  only  in  Alabama;  that  is 
true  of  many  of  our  southern  states.     Does  that  answer  you? 

Franklin  S.  Edmonds  :  It  makes  the  explanation  very  clear. 
It  seemed  to  me  there  would  be  something  wrong  about  obligations 
of  the  state  being  handled  in  that  way.  We  have  mandamuses 
issued  by  Philadelphia,  and  our  banks  will  cash  them  one  hundred 
per  cent,  and  like  to  do  so.  They  bear  interest;  and  the  banks  count 
that  as  a  perfectly  good  investment.  I  am  not  interested  in  the 
economic  conditions  in  any  other  parts  of  the  country,  but  my  feel- 
ing is  that  an  obligation  which  is  backed  by  a  sovereign  state  should 
not  bear  eight  per  cent  interest.     It  is  too  much. 

S.  E.  Leland  (Illinois)  :  You  people  down  here  in  the  South  are 
pikers,  talking  about  the  fifteen  million  of  warrants  you  have  out. 
That  is  nothing.  About  January  1,  1930  there  were  outstanding  tax 
warrants  from  the  different  major  municipalities  in  Cook  County, 
some  four  in  number — the  four  hundred  and  fifteen  others  not  being 
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counted  —  approximately  two  hundred  and  fifty  million  dollars, 
which  had  been  issued  in  anticipation  of  taxes  during  the  years 
1928  and  1929  and  which  they  then  hoped  to  collect  in  the  year 
1931.  Of  that  number  outstanding,  one  hundred  and  eighty-five 
million  were  owned  by  the  large  national  banks  in  the  city  of 
Chicago.  You  are  probably  familiar  with  the  fact  that  the  city  of 
Chicago  at  that  time  was  unable  to  pay  its  debts,  and  a  ''  jack-pot " 
was  raised  of  some  seventy-five  million,  which  was  contributed  by 
the  substantial  taxpayers  of  the  city,  in  subscriptions  ranging  from 
one  hundred  dollars  up  to  as  high  as  six  million,  to  run  the  city 
government,  the  county  government,  the  school  board  and  the  sani- 
tary district  for  the  first  six  months  of  the  fiscal  year  1930,  that  is, 
from  January  1st  until  July  1st.  This  money  was  subscribed  and 
fed  out  upon  requests  which  were  made  to  the  voluntary  committee 
of  citizens  headed  by  Mr.  Strawn  that  raised  this  money.  Budgets 
were  required  to  be  filed  by  the  different  municipalities,  and  these 
budgets  were  adhered  to  during  that  period  of  six  months;  and 
there  were  paid  out,  as  the  requests  came  in  for  salaries  and  other 
necessary  items,  only  those  sums  which  were  called  for  in  the 
budgets  and  which  were  audited  and  approved  by  the  auditors  of 
the  Chicago  &  Northwestern  Railway,  Mr.  Sargent,  the  president 
of  the  railway,  having  given  the  auditors  to  the  citizens'  committee 
for  the  purpose  of  verifying  and  passing  on  such  claims.  Any 
claims  which  were  not  included  in  the  budgets — and  a  good  many 
came  in  after  seventy-five  millions  were  raised  —  were  not  paid. 
Then,  in  May,  the  Governor  called  a  special  session  of  the  legis- 
lature, at  which  a  program  of  relief  was  presented.  This  program 
of  relief  went  something  like  this:  Tax  rates  were  adjusted  upward 
in  order  to  provide  sufficient  funds  for  meeting  the  deficit,  there 
being  what  we  might  call  an  operating  deficit,  a  shortage  of  cash 
receipts,  but  with  plenty  of  collateral  for  the  anticipation  of  taxes. 
The  rates  were  adjusted  for  a  period  of  five  years,  and  the  in- 
creases in  tax  rates  will  run  in  some  cases  over  twenty  per  cent. 
Remember  that  the  local  governments  in  the  State  of  Illinois  have 
nothing  but  the  general  property  tax  for  a  major  source  of  reve- 
nue, plus  certain  miscellaneous  revenues.  Out  of  a  total  corporate 
budget  of  some  sixty-odd  millions  the  city  of  Chicago  is  able  to 
raise,  in  addition  to  that,  from  miscellaneous  sources,  approximately 
only  fifteen  millions;  and  with  the  curtailment  of  business,  license 
fees  naturally  have  fallen  off  enormously.  Many  of  the  other  gov- 
ernments have  practically  no  miscellaneous  revenues.  So,  all  that 
could  be  done  under  the  circumstances  was  to  adjust  these  tax  rates 
upward,  and  in  that  way  provide  a  source  of  revenue. 

In  the  second  place,  it  was  necessary  to  pass  and  authorize  about 
sixty-three  millions  in  bond  issues  for  the  city  and  other  govern- 
ments— I  am  like  some  of  the  men  this  morning,  I  do  not  remember 
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all  of  these  small  figures  as  accurately  as  I  might  —  there  were 
twenty-five  millions  placed  in  the  reserve  cash  fund  for  the  board 
of  education,  twelve  millions  for  the  city,  and  I  think  six  and  a 
half  millions  for  the  county  government.  These  bond  funds  could 
be  used  to  borrow  against,  and  were  provided  in  order  to  eliminate 
eventually  the  use  of  tax-anticipation  warrants.  These  warrants 
had  become  a  source  of  difficulty.  Xot  only  were  taxes  being 
anticipated  for  longer  than  a  year's  time  but  the  values  upon  which 
they  were  based  were  largely  guesswork.  At  the  time  the  1928  and 
1929  budgets  were  adopted  the  assessed  valuations  upon  which  taxes 
should  be  based  were  not  known.  The  1928  assessment,  for  ex- 
ample, was  not  completed  until  the  spring  of  the  year  1929.  City 
budgets  during  this  period,  and  a  few  years  before,  had  been  based 
on  the  most  optimistic  or  inflated  bases  possible.  The  actual  assess- 
ments prior  to  1928  were  tainted  with  fraud  and  corruption  'and  it 
was  the  correction  of  this  condition  which  brought  about  the  cur- 
rent fiscal  collapse  of  Chicago.  I  may  say.  however,  that  the 
assessment  upon  which  the  1930  legislation  was  based  was  the  only 
honest  assessment  that  the  county  of  Cook  has  had  in  decades. 
This  is  but  part  of  the  program. 

In  addition,  there  were  levied  special  taxes  to  augment  these 
cash  funds,  so  that  in  a  period  of  eleven  or  twelve  years,  if  taxes 
were  collected,  the  funds  might  be  dispensed  with  entirely,  or.  that 
is.  the  warrants  might  be  dispensed  with  entirely. 

In  order  to  get  the  revenue  which  was  urgently  needed,  the 
various  governments  were  forced  to  accept  certain  "  restrictive  " 
laws.  The  committee  suggested  and  the  legislature  adopted  a  series 
of  budget  laws,  which  provided  for  the  first  time  in  the  history  of 
Chicago  that  the  city  would  be  limited  in  its  expenditures  to  the 
estimated  revenues  available  for  the  year.  The  revenues  as  esti- 
mated consisted  in  estimates  of  taxes  and  miscellaneous  revenues. 
Xo  satisfactory  method  could  be  devised  for  limiting  the  miscel- 
laneous revenue  estimates  which  were  to  be  placed  in  the  budget. 
The  task  of  making  reliable  estimates  was  therefore  placed  upon 
the  comptroller.  It  was  easier  to  limit  the  sum  of  taxes  which 
might  be  placed  in  the  budget.  The  amounts  of  money  which  were 
available  from  general  taxes  were  limited  to  the  amount  of  money 
secured  by  multiplying  the  last  known  assessment  by  the  maximum 
tax  rate ;  and  all  of  the  municipalities  in  Chicago  operate  at  a 
maximum  tax  rate  which  the  legislature  fixed,  which  in  effect  gives 
the  legislature  the  right  to  fix  the  tax  rate  for  all  the  municipalities. 
The  amount  of  revenue  which  could  be  appropriated  against  in 
any  one  year  included  those  sums  plus  any  other  reserves  which 
were  available.  Against  those  amounts  the  governments  had  to  set 
up  first  any  deficiencies  from  the  preceding  year,  any  liabilities 
which  had  been  incurred,  or  unpaid  bills,  judgments  and  the  like; 


DISCUSSION  OF  PAPERS  READ  101 

and  then  what  they  had  left  they  could  spend  for  current  govern- 
ment. If  the  budget  for  the  current  year  on  the  expenditure  side 
amounted  to  more  than  the  estimate  of  miscellaneous  revenues, 
plus  the  maximum  amount  which  could  be  secured  from  taxes,  the 
budget  for  that  year  was  void,  and  the  government  automatically 
went  back  on  the  budget,  or  portions  of  it,  for  the  preceding  year. 
In  addition,  there  were  fines  and  penalties  for  violating  the  law. 
The  thirty-two  bills  which  embraced  that  program  were  so  closely 
knit  together  that  the  political  officers  could  not  get  the  money 
without  taking  the  restrictions.  The  legislation  was  passed.  There 
was  fixed  a  tax  collection  schedule,  and  an  assessment  schedule,  so 
that  the  board  of  assessors  and  the  board  of  review  now  in  office — ■ 
one  member  of  which  has  been  convicted  for  failure  to  return  to 
the  Federal  Government  the  amount  of  income  taxes  due,  and  who 
had  been  juggling  assessments  for  quite  a  period  —  were  given  a 
schedule  with  which  they  had  to  comply.  Assessments  were  to  be 
made  at  certain  intervals,  and  taxes  in  general  were  to  come  along 
at  intervals  of  about  six  months,  during  which  time  the  two-year 
vacation  from  taxes  would  be  caught  up  with;  but,  true  to  form, 
the  assessors,  favoring  their  friends,  did  not  make  the  first  assess- 
ment on  time,  and  it  was  necessary  for  the  legislature  to  extend, 
at  its  regular  session,  the  time  for  the  collection  of  the  last  taxes. 
That  was  coupled  with  the  fact  that  there  was  a  tremendous  delin- 
quency in  tax  payments,  which  again  caused  trouble. 

You  may  be  interested  in  that  delinquency.  In  1927  the  delin- 
quent taxes  in  Cook  County  amounted  to  $46,234,000;  on  the  1928 
taxes  the  delinquency  in  December,  1930  was  about  $51,748,000; 
on  August  first,  1931,  the  delinquency  on  1929  taxes  was  over 
$106,182,000.  On  the  1927  taxes  the  delinquency  was  16.6  per  cent 
of  the  extensions;  on  1928  taxes  it  was  22.2  per  cent  and  on  the 
1929  taxes  it  was  38.5  per  cent.  And  the  year  1929  A.  D.  is  the 
last  year  for  which  taxes  have  been  collected  in  the  County  of  Cook, 
of  the  State  of  Illinois. 

You  can  see  that  with  the  collection  of  scheduled  taxes  falling 
behind,  and  with  no  revenue  coming  in,  the  governments  were 
almost  in  as  bad  a  position  by  the  early  part  of  1931  as  they  were 
before.  The  result  is  that  last  July  there  were  outstanding  one 
hundred  fifty-nine  million  dollars  in  tax-anticipation  warrants  in 
the  various  governments  in  Chicago.  On  top  of  that  there  is  tax 
delinquency  of  approximately,  I  think,  forty  per  cent;  over  one 
hundred  and  six  millions  in  taxes  have  not  been  paid,  even  in 
script,  since  April  of  last  year ;  our  city  employees  have  not  been 
paid  since  August,  or  had  not  been  paid  up  to  the  time  I  left, 
which  was  about  two  weeks  ago.  During  the  year  some  wage  pay- 
ments by  the  city  were  made  possible  by  the  use  of  miscellaneous 
revenues,   some  of  which   were   due  to   the   renewal   of   corporate 
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franchises.  Payment-  by  the  telephone  company,  for  example, 
were  used  for  this  purpose.  Additional  revenues  were  raised  by 
improving  the  administration  of  license  taxes.  Now  and  then  the 
police  arrested  someone  for  a  traffic  violation.  A  few  things  of  the 
type  indicated  have  enabled  the  city  government  to  continue. 

We  have  also  the  question  of  what  will  happen  in  the  future. 
The  unused  borrowing  capacity  of  the  city  of  Chicago  is  about 
twenty-five  millions.  The  city  government  needs  about  thirty  mil- 
lion dollars  to  meet  its  pay-rolls  for  six  months.  The  other  gov- 
ernments have  additional  requirements.  In  the  meantime  the  money 
which  is  being  "  spent  "  today  cannot  be  borrowed  because  a  new 
set  of  anticipation-tax  warrants  cannot  be  issued  and  sold  without 
retiring  those  for  the  preceding  year;  and  there  are  five  millions 
of  1928  warrants  that  have  not  been  retired  together  with  many 
more  for  succeeding  years.  Bonds  are  almost  impossible  of  issuance 
and  sale  under  such  circumstances. 

(Motion  made  from  floor  to  extend  the  time  of  the  speaker.) 

i  Motion  duly  seconded.) 

Chairman  Doyal  :  Is  there  any  objection  to  the  motion  that  the 
time  of  Professor  Leland  be  extended? 

(  Xo  objection.  ) 

Chairman  Doyal:  If  not,  proceed. 

S.  E.  Leland  (continuing)  :  The  interest  paid  on  the  warrants 
held  by  the  bank  is  six  per  cent.  We  have  a  sixty-million-dollar 
traction  fund  in  the  city,  which  certain  groups  hope  to  use  to 
build  a  subway.  It  has  been  used  as  a  surplus  fund  and  has  carried 
the  city  along  by  enabling  it  to  borrow  from  the  fund.  Where  the 
city  has  reinvested  in  its  own  securities  the  interest  rate,  I  think. 
is  lower  than  that  paid  to  the  banks  and  to  the  public;  but  when 
the  city  attempts  to  float  its  warrants  with  the  public  it  must  in- 
crease the  rate  of  interest,  and  even  then  it  has  difficulty  in  induc- 
ing the  bankers  to  buy  them.  Plow  is  it  the  bankers  won't  take 
the  warrants  ?  There  are  several  reasons.  In  the  first  place,  the 
board  of  education,  which  is  one  of  our  governing  bodies,  cannot 
float  its  warrants  simply  because  few  people  in  the  county  of  Cook 
have  any  faith  in  the  integrity  of  the  board  of  education.  That  is 
the  primary  reason  the  school  teachers  have  not  been  paid. 

Philip  H.  Zoercher:  Isn't  it  possible  in  a  case  of  that  kind  for 
the  valuations  being  taken  into  court  ? 

S.  E.  Leland:  I  will  get  to  that  valuation  part  in  a  minute. 
So  far  as  that  particular  political  unit  is  concerned,  many  of  the 
teachers  through  their  organizations  went  to  Springfield  and  lob- 
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bied  for  the  proposals  of  the  late  but  not  lamented  Thompson  ad- 
ministration. That  board  was  not  interested  in  efficiency,  economy, 
or  even  paying  the  teachers.  It  squandered  millions  of  dollars  of 
public  money.  For  example,  the  unit  costs  of  constructing  recent 
schoolhouses  in  Chicago  has  exceeded  the  unit  cost  figures  (furn- 
ished by  architects)  for  the  construction  of  the  Stevens  Hotel,  the 
Palmer  House  Hotel,  or  any  single  big  office  building  in  Chicago 
you  care  to  name.  Well,  in  the  days  when  money  was  free  and 
easy,  the  gentlemen  on  the  board  of  education  spent  it.  They  even 
locked  the  public  out  of  their  budget  hearings.  Is  it  strange  that 
nobody  should  lend  them  a  dime  ? 

Going  now  from  the  school  board  to  the  city,  where  conditions 
are  vastly  improved  since  the  new  administration  came  in,  in  April, 
it  was  found  that  in  the  first  four  months  of  the  year  forty-eight 
per  cent  of  its  current  budget  for  the  entire  year  had  been  spent, 
and  that  largely  spent  in  the  few  months  before  election.  Politics 
was  at  the  bottom  of  this  and  it  is  the  underlying  cause  of  all  of 
the  difficulties  in  Chicago.  The  roots  are  in  a  corrupt  assessment 
system.  The  "  Pirates  of  Penzance,"  as  the  officials  on  the  board 
of  assessors  and  board  of  review  may  be  called,  have  been  playing 
favorites  for  so  long,  selling  assessments  for  a  consideration  called 
a  price,  either  in  coal  orders,  cash  or  outright  campaign  contribu- 
tions, or  what  not,  that  no  one  has  had  any  confidence  in  the  tribe  ? 
Efforts  were  made  in  the  last  two  or  three  legislatures  to  put  out 
of  office  the  five  men  on  the  board  of  assessors,  one  of  whom  has 
been  convicted  and  is  under  sentence  to  Fort  Leavenworth,  and  the 
three  members  of  the  board  of  review,  some  of  whom  have  been 
treasurers  for  various  political  factions,  and  who  have  been  mixed 
up  in  this  joint  assessment  corruption,  but  their  influence  in  the 
legislature  has  been  so  strong  that  they  could  not  be  wiped  out. 
And,  although  the  bankers  have  said  that  they  will  loan  the  county 
of  Cook  and  the  city  of  Chicago  money  with  which  to  function, 
when  that  mess  is  cleaned  out,  the  political  authorities  have  not 
seen  fit  to  wipe  it  out,  with  the  result  that  as  long  as  these  gentle- 
men hold  office  the  bankers  refuse  to  loan  money.  I  am  quite  sure 
that  the  minute  that  those  two  boards  are  eliminated  and  a  respon- 
sible system  is  put  in,  conditions  will  materially  improve,  and  there 
will  be  no  difficulty  about  getting  money;  but,  when  political 
machines  have  been  built  up  on  corrupt  assessments,  I  want  to  tell 
you,  it  is  a  very  difficult  matter  to  wipe  them  out,  particularly  when 
they  have  been  the  means  for  financing  political  campaigns.  That 
in  short  is  the  reason  why  you  have  so  much  tax  delinquency  and 
so  many  unpaid  tax  warrants  in  Chicago,  and  that,  in  short,  is  the 
reason  why  the  school  teachers  have  not  been  paid;  that,  in  short, 
is  the  whole  trouble  with  the  city. 
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W.  G.  Query  (South  Carolina)  :  I  wish  to  have  a  few  words  to 
say  in  reply  to  Doctor  Lutz  with  respect  to  the  phrase  "  painless 
extraction  "  used  by  Mr.  Robinson.  What  he  means  by  "  painless 
extraction  "  is  not  taking  money  out  of  the  hip  pocket  of  the  tax- 
payer in  the  sense  that  Doctor  Lutz  suggests,  but  the  expression 
means  that  daily  or  three  times  daily  or  five  times  daily,  when  a 
citizen  pays  these  so-called  nuisance  taxes  he  makes  a  contribution 
which  is  painless  as  compared  with  making  a  lump  sum  contribu- 
tion at  the  end  of  the  year,  as  is  true  of  property  taxes.  A  man 
who  smokes  four  or  five  cigars  and  drinks  two  or  three  Coca  Colas 
daily  is  called  upon  to  pay  seven  or  eight  cents,  which,  in  a  year, 
would  be  twenty-eight  or  thirty  dollars.  If  a  citizen  of  South 
Carolina  was  called  upon  at  the  first  or  at  the  end  of  the  year  to 
pay  thirty  dollars  for  the  privilege  of  indulging  in  the  two  non- 
essentials, he  probably  would  not  pay  the  tax;  but  as  it  is  collected 
daily  or  hourly,  we  use  the  term  "  painless  extraction." 

The  "  dire  necessity  "  phrase  which  Commissioner  Robinson  used 
is  his  explanation  of  the  conditions  existing  in  1921  and  1922, 
when  agriculture  in  South  Carolina  was  in  the  depths.  Our  cotton 
crop  was  decreased  by  the  boll-weevil  from  eighteen  hundred  thou- 
sand bales  to  less  than  eight  hundred  thousand  bales,  and  it  be- 
came necessary  for  the  General  Assembly  to  impose  taxes  of  some 
kind  or  type  which  would  relieve  unproductive  property  and  permit 
the  state  to  carry  on  its  activities.  Because  of  these  taxes  South 
Carolina  does  not  find  herself  today  in  the  same  position  as  does 
Chicago,  Tennessee,  Alabama  and  a  great  many  states.  As  far 
as  I  know  —  and  I  have  before  me  this  afternoon  two  of  our 
state  officials  who  can  verify  this — every  state  warrant  for  the  pay- 
ment of  teachers'  salaries,  due  up  to  the  end  of  the  school  year. 
June  30,  1931,  was  honored.  The  state  guarantees,  with  the  aid  of 
the  counties,  seven  months'  school  for  every  district  in  the  state, 
but  if  the  school  district  elects — and  most  of  them  do — to  run  the 
school  for  two  more  months,  the  cost  of  the  two  months  must  be 
borne  by  the  local  district.  I  understand  because  of  the  failure  to 
collect  property  taxes  during  1930  that  there  are  a  few  districts 
located  in  the  state  which  have  not  paid  their  obligations  to  the 
teachers ;  but  insofar  as  the  state  and  the  counties  are  concerned, 
I  have  not  heard  of  a  single  default  in  the  payment  of  an  obligation. 

In  addition,  I  say  this,  that  if  we  desire,  and  our  General  As- 
sembly decides  to  make  this  particular  kind  of  tax  painful,  it  can 
be  done.  The  tax  on  cigarettes  instead  of  being  three  cents  can  be 
put  to  ten;  the  tax  on  Coca  Cola  instead  of  being  one  cent  can  be 
raised  to  three  cents;  but,  if  any  people  in  the  American  Union 
are  tax-conscious,  it  is  the  citizens  of  South  Carolina. 

When  I  buy  a  package  of  cigarettes  there  is  the  stamp  facing 
me;  when  I  buy  a  bottle  of  Coca  Cola  there  is  a  state  emblem  on 
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the  bottle  crown.  I  know  every  time — three  times  a  day,  five  times 
a  day — that  I  am  making  a  contribution  to  my  government.  We 
can  meet  Doctor  Lutz's  objection.  And,  I  imagine  the  General 
Assembly  would  gladly  accept  an  increase  in  tax  rates  on  tobacco 
products,  etc.  as  the  way  out  of  a  dilemma  they  find  themselves  in 
when  preparing  the  1932  budget,  when  our  property  taxes  are 
shrinking  and  when  delinquent  taxpayers  are  becoming  more  numer- 
ous every  day. 

M.  P.  O'Connor  (Tennessee)  :  Last  night  the  Commissioner  of 
Taxation  of  Tennessee  called  me  up  and  asked  me  what  my  recol- 
lection was  on  the  question  of  the  tax  on  cigarettes.  I  came  down 
here  and  I  bought  a  package  of  cigarettes,  and  there  was  stamped 
on  it  the  name  of  the  wholesaler.  Now,  in  Tennessee  we  simply 
have  this  stamp  tax,  which  you  are  supposed  to  put  on  the  outside 
covering  of  cellophane,  and  this  morning  at  about  8 :  30  they  called 
over  long  distance  and  asked  me  to  ask  you  how  you  handle  that 
situation  in  South  Carolina. 

W.  G.  Query:  The  question  is.  how  does  South  Carolina  require 
the  affixing  of  the  revenue  stamp  to  the  cellophane  wrapper.  Most 
of  the  cigarettes  now  being  put  on  the  market  are  wrapped  in 
waterproof  or  moistureproof  cellophane.  When  the  cigarettes  first 
appeared  on  the  South  Carolina  market  wrapped  with  cellophane, 
we  discovered  that  our  revenue  stamp  would  not  adhere  to  the 
moistureproof  wrapper.  We  issued  orders  to  our  agents  to  seize 
every  package  of  cigarettes  in  cases  where  stamps  were  just  affixed 
by  moistening  the  stamp  and  affixing  it  to  the  cellophane,  because 
we  found  by  experiment  that  the  stamp  would  not  adhere.  When 
the  tobacco  manufacturers  raised  a  howl,  we  immediately  began 
experimenting  with  solutions  which  would  solve  our  troubles.  We 
got  in  touch  with  the  cellophane  manufacturer,  and  were  told  that 
there  was  no  way  by  which  the  stamp  could  be  affixed  to  the  cello- 
phane firmly,  but  the  Tax  Commission  continued  its  experiments. 
The  state  chemist,  individuals,  the  chemist  at  the  University  of 
South  Carolina  and  other  state  institutions  began  to  experiment, 
and  we  have  found  a  liquid  which  breaks  down  the  surface  of  the 
cellophane  wrapper  and  causes  the  stamp  to  affix  thereto,  in  strict 
accord  with  the  law.  In  addition  to  that,  the  use  of  steel  wool  or 
sandpaper  rubbed  gently  over  the  surface  of  the  cellophane  will 
break  it  down  to  the  point  where  the  stamp  will  affix.  We  are  not 
having  any  more  trouble  in  South  Carolina  than  we  had  before  the 
appearance  of  the  cellophane. 

M.  P.  O'Connor:  Apparently  in  Georgia  that  stamp  tax  is  paid 
by  the  wholesaler  instead  of  the  retailer.  Now,  you  go  up  here  to 
the  clerk's  office  and  buy  a  package  of  cigarettes — 
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W.  G.  Query:  Are  you  talking  about  South  Carolina  or  Georgia? 
I  am  from  South  Carolina. 

M.  P.  O'Coxxor:  Talking  about  Georgia.  That  stamp  is  affixed 
on  the  outside  of  the  cellophane  wrapper,  but  it  is  stamped  with 
the  name  of  the  man  who  sold  it  to  this  retailer.  Xow,  I  tore 
that  stamp  off  without  any  trouble  and  gave  it  back  to  the  clerk. 
I  said,  "  Can  you  use  that  ?"  He  said,  "  Xo,  I  cannot  use  it,  that 
is  cancelled  with  a  rubber  stamp  across  the  stamp  by  the  man  who 
sold  it  to  me,  and  I  cannot  use  it."  Xow  can  we  devise  any 
method  of  saving  a  lot  of  money  on  the  effect  of  this  cellophane 
wrapper  on  this  cigarette  package,  that  we  cannot  collect? 

W.  G.  Query:  My  idea  is,  if  you  follow  the  South  Carolina  law 
as  rigidly  and  as  arbitrarily  as  we  have,  you  will  protect  yourselves 
in  Tennessee. 

The  Georgia  law,  as  I  recall  it,  is  practically  the  same  now  as 
the  South  Carolina  law.  In  South  Carolina  the  individual  making 
the  first  sale  in  the  state  is  liable  for  the  payment  of  the  tax  by 
affixing  the  stamps.  In  the  case  of  wholesalers,  the  wholesalers  are 
allowed  seventy-two  hours  in  which  to  stamp  their  entire  stock  of 
tobacco  products  received.  If  the  products  are  then  distributed  by 
the  wholesaler  to  the  retailer,  the  retailer  does  not  have  to  bother 
about  the  law  at  all;  they  are  all  stamped;  but  if  the  retailer  re- 
ceives a  drop  shipment  from  beyond  the  borders  of  the  state,  he 
must  affix  the  stamp  within  twenty- four  hours  after  receiving  the 
same,  unless  they  are  sooner  offered  for  sale.  In  that  event  they 
must  be  stamped. 

Chairman  Doyal  :  Does  that  answer  your  question  ?  Did  you 
want  to  ask  about  the  Georgia  law?  Mr.  Matheson,  the  gentleman 
wants  to  ask  you  a  question. 

Secretary  Query  :  Mr.  Chairman,  I  would  like  to  make  this 
announcement:  Since  I  made  the  announcement  here  with  refer- 
ence to  the  certificates,  I  have  been  informed  by  the  desk  that  the 
railroad  authorities  have  validated  all  of  the  certificates  and  that 
you  may  call  at  the  desk  and  get  your  certificates  and  secure  your 
reservations.  I  also  wish  to  say  that  we  have  registered  four  hun- 
dred and  forty-three  delegates  at  five  o'clock. 

Chairman  Doyal:  What  is  it  you  want  the  Commissioner  to 
answer  ? 

M.  P.  O'Coxxor:  Merely  a  question  of  administration.  How 
do  you  collect  the  tax  on  these  cigarette  sales?  Xow,  in  Tennessee 
we  simply  have  a  tax  and  a  stamp  is  put  on  the  package.  Xobody 
knows  who  pays  that.  I  came  down  here  and  I  find  that  in  Georgia 
the  man  who  sold  the  stamped  package  to  the  clerk  in  there  had 
cancelled  the  stamp  with  a  rubber  stamp. 
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Chairman  Doyal  :  If  you  will  ask  the  gentleman  what  you  want 
to  know,  he  will  answer  it  for  you.  Ask  him  what  you  want  to 
know.  Mr.  Matheson  will  give  you  an  explanation  of  how  it  is 
handled  in  Georgia. 

M.  P.  O'Connor:  The  question  is,  do  you  handle  the  cigarette 
tax  through  the  wholesaler  or  the  retailer? 

R.  E.  Matheson  :  We  allow  the  retail  dealers  twenty-four  hours 
in  which  to  stamp  their  cigarettes  provided  they  remain  in  the 
original  package  or  container.  The  wholesaler  must  stamp  them 
when  sold  by  him.  When  the  sale  is  made  and  delivered  the  whole- 
saler must  stamp  the  same.  I  would  be  delighted  to  have  the 
gentleman  come  to  the  office  tomorrow  and  I  will  go  through  our 
law   with  him  in  every  detail. 

Chairman  Doyal:  Is  there  any  other  discussion?  If  not,  I 
suppose  we  should  consider  the  question  of  adjournment.  I  want 
to  call  to  the  attention  of  the  gentlemen  the  fact  that  in  my  opinion 
tonight  we  have  a  very  interesting  program,  in  reference  to  the 
review  of  recent  leading  tax  decisions.  I  also  wish  to  repeat  what 
I  said  last  night  that  Thursday  afternoon  at  two  o'clock  the  auto- 
mobiles will  be  in  front  of  the  hotel  for  a  ride  around  the  city  or 
wherever  you  choose  to  go.    We  will  now  stand  adjourned. 

(Adjournment  to  Tuesday.  October  13,  at  8  o'clock  P.  M.) 


FOURTH  SESSION 

Tuesday,  October  13,  1931,  8  P.  M. 

Chairman  Smith  :  The  conference  will  please  come  to  order. 
The  secretary  desires  to  make  an  announcement. 

Secretary  Query:  The  chairman  of  the  resolutions  committee 
reports  that  only  four  states  have  selected  members  of  the  resolu- 
tions committee.  Resolutions  have  already  been  submitted  and  the 
committee  should  meet  tomorrow,  and  I  am  requested  to  ask  that 
each  delegation  from  the  various  states  meet  tonight  and  report  the 
name  of  the  member  of  the  resolutions  committee  from  their  re- 
spective state.  This  is  very  important.  This  committee  cannot 
function  until  the  personnel  has  been  selected. 

I  have  also  been  asked  to  remind  you  about  the  Pathe  News  reel 
tomorrow  at  eleven  o'clock. 

Railroad  tickets,  having  been  validated,  can  be  secured  at  the 
registration  desk. 

Also  remember  that  "the  Big  Bethel  Choir  will  be  here  tomorrow 
evening  at  eight  o'clock. 

Chairman  Smith  :  Like  all  our  sessions,  we  are  going  to  have 
a  very  interesting  one  this  evening.  Mr.  Francis  X.  Whitney  of 
New  York,  who  has  long  been  interested  in  general  matters  of 
taxation,  has  kindly  consented  to  preside,  and  it  is  a  pleasure  to 
turn  over  to  him  the  conduct  of  the  session  this  evening- — Mr. 
Whitney. 

Francis  N.  Whitney,  presiding. 

Chairman  Whitney:  Mr.  President  and  Members  of  the  Con- 
ference :  I  realize,  as  other  presiding  officers  have  heretofore,  that 
it  is  not  the  function  of  the  presiding  officer  to  talk,  nevertheless  I 
wish  to  say  that  I  appreciate  the  courtesy  which  has  been  extended 
to  me,  and  I  feel  satisfied  that  with  the  papers  we  have  on  the 
program  tonight  we  will  not  only  all  be  interested  but  we  will  all 
learn  a  great  deal.     Of  these  subjects  we  have  a  great  deal  to  learn. 

Court  decisions  are  always  interesting.  We  do  not  know,  of 
course,  from  day  to  day  exactly  what  the  last  word  may  be  from 
the  United  States  Supreme  Court.  It  gives  me  very  great  pleasure 
to  introduce  the  first  speaker,  Mr.  John  Miller,  tax  editor  of  the 
United  Stales  Daily,  who  will  speak  on  "  Review  of  Recent  Lead- 
in:;-  Tax  Decisions  " — Mr.  Miller. 

(108) 
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John  Miller  (Washington,  D.  C)  :  Mr.  Chairman,  Ladies  and 
Gentlemen:  One  of  the  members  of  the  National  Tax  Association 
who  saw  the  paper,  which  I  have  turned  over  to  the  secretary, 
suggested  that  it  would  be  much  better  not  to  read  the  paper  but  to 
summarize  it.  The  suggestion  reminds  me  of  the  gentleman  who 
told  a  new  minister  that  he  did  not  like  his  sermon  for  three 
reasons :  First,  he  says,  "  You  read  it,"  and  second,  "  You  did  not 
read  it  well,"  and  third,  "  It  was  not  worth  reading." 

REVIEW  OF  RECENT  LEADING  TAX  DECISIONS 

JOHN    MILLER 
Tax  Editor,  United  States  Daily 

1.  Inheritance  Taxes — Situs. — The  Supreme  Court  has  been 
asked  to  decide  whether  a  double  inheritance  tax  may  be  imposed 
upon  shares  of  stock.  Has  a  state  the  right  to  include  shares  of 
domestic  companies  in  computing  its  inheritance  tax  upon  a  non- 
resident estate?  The  highest  courts  of  Maine,  Minnesota  and  Ar- 
kansas l  have  answered  that  question  in  the  affirmative,  and  the 
Maine  case  is  now  up  for  review. 

As  Dean  Waterman  pointed  out  last  year,  the  Farmers  Loan  and 
Trust  case  2  did  not  settle  the  question  of  inheritance  tax  reci- 
procity. In  denying  the  State  of  Minnesota  the  right  to  include  its 
bonds  and  bonds  of  the  city  of  St.  Paul  in  the  case  of  a  non- 
resident estate,  the  Supreme  Court  said,  in  effect,  that  it  could  see 
no  reason  why  intangibles  should  be  taxed  at  more  than  one  place. 
However,  not  only  was  this  question  regarding  shares  of  stock  left 
open,3  but  the  opinion  itself  recognized  that  intangible  property 
may  acquire  a  business  situs  other  than  the  domicile  of  the  owner. 
In  the  Beidler  i  decision  handed  down  last  November,  the  Supreme 
Court  held  that  choses  in  action  may  not  be  included  in  the  case 
of  a  nonresident  estate  simply  because  the  debtor  is  domiciled 
within  the  State,  and  again  the  court  was  careful  to  point  out  an 

1  State  of  Maine  v.  First  National  Bank  of  Boston,  154  Atl.  103;  Benson 
v.  Minnesota,  236  N.  W.  626;  Gates  v.  Bank  of  Commerce  and  Trust  Co., 
—  S.  W.  — .     See  In  re  Estate  of  A.  Albert  Sack,  —  N.  Y.  Supp.  — . 

The  right  of  a  State  to  include  the  shares  of  domestic  companies  in  the 
tax  on  a  nonresident  estate  arose  in  a  Michigan  case.  It  became  unneces- 
sary to  pass  upon  the  point,  however,  since  the  Court  found  that  the 
Michigan  reciprocal  statute  was  retroactive,  and  that  the  shares  in  question 
were  not  taxable  in  any  event.     Fisher  v.  Brucker,  41  F.   (2d)   774. 

2  Farmers  Loan  &  Trust  Co.  v.  Minnesota,  280  U.  S.  204.  See  Proceed- 
ings of  National  Tax  Conference,  1930,  p.  195. 

3  See  California  Law  Review,  May  1930,  pp.  345,  357;  North  Carolina 
Law  Review,  April  1930,  p.  318. 

4  Beidler  v.  South  Carolina  Tax  Commission,  282   U.  S.   1. 
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exception  in  the  case  of  business  situs.5  Prior  to  the  Beidler  de- 
cision, the  highest  courts  of  at  least  three  states  had  followed  the 
Fanners  Loan  and  Trust  Company  case  in  regard  to  the  exclusion 
of  choses  in  action  belonging  to  nonresidents.6 

In  the  Paid  case,7  it  appears  that  a  Pennsylvania  resident  had 
contracted  to  sell  realty  located  in  other  states.  Those  contracts 
were  consummated  after  his  death  by  the  payment  of  the  balance 
of  the  purchase  money  to  the  executrix  who  delivered  a  deed  to  the 
purchasers.  Upon  the  ground  that  title  to  the  real  property  was 
still  in  the  estate,  the  Pennsylvania  Supreme  Court  held  that  the 
amount  unpaid  at  the  date  of  the  decedent's  death  could  not  be 
included  in  determining  the  Pennsylvania  inheritance  tax.  The 
Commonwealth  has  taken  an  appeal  to  the  Supreme  Court. 

2.  Federal  Estate  Tax — -Trust  Cases.  —  The  fact  that  a  dece- 
dent reserved  a  life  estate  in  an  irrevocable  trust  did  not  render  the 
property  in  the  trust  subject  to  the  federal  estate  tax,  the  Supreme 
Court  held  on  March  2.s  On  March  3,  Congress  changed  the  law 
to  provide  for  the  inclusion  of  such  property.9  The  new  law  will 
be  applied  prospectively  only  according  to  a  Treasury  decision.10 
At  the  time  the  bill  was  passed  there  was  some  discussion  of  attempt- 
ing to  enact  legislation  at  a  future  session  to  make  the  law  retro- 
active. 11 

3.  Federal  Estate  Tax — Contemplation  of  Death.  —  Several 
cases  have  arisen  under  that  section  of  the  federal  estate  tax  law 
requiring  gifts  made  in  contemplation  of  death  to  be  included  in 
the  gross  estate.  The  leading  case,  perhaps,  is  United  States  v. 
Wells,12  in  which  Mr.  Chief  Justice  Hughes  laid  down  what  we 
may  call  the  "  motive  "  test.  Is  the  dominant  motive  inducing  the 
transfer  of  the  sort  which  leads  to  testamentary  disposition?  If  so. 
the  transfer  is  taxable. 

It  is  a  significant  fact  that  practically  all  these  contemplation-of- 
death  cases  are  decided  against  the  government.     The  1926  act 13 

5  See  Michigan  Law  Review,  May  1931,  pp.  850,  887. 

G  Guaranty  Trust  Co.  of  New  York  v.  State,  172  N.  E.  674;  Sha»v  v. 
Jones,  294  Pac.  792 ;  Peoples  Bank  of  Buffalo  et  al.  v.  State,  228  N.  W.  638. 

7  Commonwealth  of  Pennsylvania  v.  Estate  of  Henry  S.  Paul,  154  Atl.  503. 

8  Burnet  v.  Northern  Trust  Co.,  283  U.  S.  782;  Morsman,  Adm.  v.  Bur- 
net, 283  U.  S.  783;   McCormick  v.  Burnet,  283  U.  S.  784. 

9  House  Joint  Resolution  529,  amending  Section  302  (c)   of  the  1926  Act. 

10  T.  D.  4314. 

11  See  U.  S.  Daily,  March  4,  1931,  p.  1,  col.  1. 

12  283  U.  S.  102.  Other  cases  are  Milliken  et  al.,  Executors,  v.  U.  S., 
283  U.  S.  15  ;  and  Commissioner  of  Internal  Revenue  v.  Nevin,  47  F.  (2d) 
478,  cert,  denied,  283  U.  S.  835.  See  also  Plainfield  Trust  Co.  v.  McCutch- 
eon,  151  Atl.  279,  affirmed  154  Atl.  629. 

13  Section  302   (c). 
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attempts  to  take  care  of  the  situation  by  providing  that  all  gifts 
made  within  two  years  prior  to  death  shall  be  taxed  regardless  of 
the  testator's  motive.  That  rule,  however,  has  been  declared  in- 
valid by  four  of  the  District  courts.14  Perhaps  the  only  solution  is 
the  return  of  the  gift  tax.  The  matter  is  to  be  brought  up,  I  under- 
stand, at  the  next  session  of  Congress. 

4.  Situs  of  Intangibles — Taxes  Other  Than  Inheritance. — 
There  have  been  no  decisions  this  year  to  indicate  what  the  Supreme 
Court,  as  now  constituted,  thinks  of  Safe  Deposit  v.  Virginia.'15 
One  case  now  before  the  Court  may  give  us  an  inkling.  It  involves 
the  liability  of  a  Hawaiian  resident  to  the  territorial  income  tax 
upon  income  from  securities  held  by  her  New  York  attorney-in- 
fact.  The  decision  by  the  Ninth  Circuit  was  in  favor  of  the  tax- 
payer.16 

The  Rhode  Island  Supreme  Court  has  held  that  a  land  trust 
certificate  representing  an  interest  in  Ohio  property  is  not  subject 
to  the  4  mills  tax  of  the  former  state;1"  and  under  a  decision  by 
the  New  York  Court  of  Appeals,  corporate  trust  mortgages  exe- 
cuted for  the  purpose  of  securing  a  bond  issue  were  subjected  to 
the  mortgage  recording  tax  on  the  face  amount  of  the  bonds,  al- 
though secured  by  bonds  of  subsidiaries,  which  in  turn  were  secured 
by  real  property  in  other  states.18 

The  Indiana  Supreme  Court  has  held  that  accounts  of  a  domestic 
corporation  arising  from  the  sale  of  articles  manufactured  in  that 
state,  but  sold  through  a  business  office  in  Illinois,  had  a  business 
situs   in   the   latter   jurisdiction   and   were   not   subject   to    Indiana 

14  Donnan  v.  Heiner,  48  F.  (2d)  1058;  Hall  v.  White,  48  F.  (2d)  1060; 
Guinzburg  v.  Anderson,  51  F.  (2d)  592;  Delaware  Trust  Co.  v.  Handy,  51 
F.  (2d)  867.  See  also  State  Tax  Commission  of  Kentucky  v.  Robinson's 
Executors,  —  S.  W.  — .    See  Massachusetts  Law  Quarterly,  Aug.  1931,  p.  37. 

15  Safe  Deposit  &  Trust  Co.  v.  Virginia,  280  U.  S.  583.  See  California 
Law  Review,  September  1930,  pp.  638,  648;  Virginia  Law  Review,  Decem- 
ber 1930,  p.  146. 

The  courts  still  have  a  long  way  to  go,  it  has  been  said,  before  this 
whole  question  in  regard  to  the  taxation  of  trust  estates  is  settled,  particu- 
larly where  a  life  estate  is  involved  (see  Ruling  of  the  Maryland  Tax 
Commission,  Bulletin,  November  1930,  p.  53),  or  where  the  trustees  and 
beneficiaries  are  both  residents  and  nonresidents.  See  Hutchins  v.  Commis- 
sioner, 172  N.  E.  605. 

16  Hill  v.  Carter,  47  F.  (2d)  869.  Even  if  the  Territory  has  a  constitu- 
tional right  to  tax  such  income,  the  statute  does  not  require  its  inclusion, 
the  taxpayer  contends.  Of  course,  if  the  case  is  decided  on  that  point,  it 
will  be  of  little  value  in  ascertaining  the  Court's  attitude  on  the  constitu- 
tional question  involved. 

17  The  Court  held  that  what  the  taxpayer  really  owned  was  an  equitable 
interest  in  Ohio  land.  Narragansett  Mutual  Fire  insurance  Co.  v.  Burn- 
ham,  154  Atl.  909. 

18  People  ex  rel.  Terminals  &  Transportation  Corporation  of  America  v 
State  Tax  Commission,  173  N.  E.  562. 
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taxes. 19  Under  a  decision  by  one  of  the  lower  Ohio  courts,  accounts 
receivable  of  a  foreign  corporation  having  a  branch  in  that  state 
cannot  be  taxed  when  controlled  by  the  main  office  in  New  York. 
Such  accounts  had  no  business  situs  in  Ohio,  under  the  fact  in- 
volved, the  opinion  ruled.20 

Another  New  York  case  indicates  that  if  a  corporation  can  show 
that  its  bank  balances  in  the  state  have  no  business  situs  there,  they 
cannot  be  included  in  the  numerator  of  the  allocation  fraction  used 
to  compute  the  corporate  franchise  tax.21 

In  the  Granitcville  case,22  the  Supreme  Court  held  that  a  state 
may  impose  a  stamp  tax  upon  notes  of  a  domestic  corporation 
signed  by  its  officers  within  the  state,  even  though  such  notes  are 
mailed  to  banks  in  other  jurisdictions  for  acceptance.  The  tax  is 
an  excise,  stated  the  Court,  ignoring  the  question  of  situs  discussed 
by  the  District  Court.23 

5.  Capital  Stock  Taxes.24  —  The  Stratton  case  from  Illinois  is 
again  before  the  Supreme  Court.25  Under  the  law  of  that  state  the 
so-called  corporate  franchise  tax  is  imposed  upon  that  proportion 
of  the  issued  capital  stock  employed  in  Illinois,  but  the  minimum 
tax  is  based  upon  the  total  issued  capital  stock.  The  case  involves 
the  validity  of  the  minimum  provision  as  it  applies  to  foreign  cor- 
porations.26 

Another  case  in  point  is  the  Nebraska  decision,27  which  held  that 
a  tax  on  the  entire  paid-up  capital  stock  of  domestic  corporations 
is  not  invalid,  although  the  basis  of  the  tax  upon  foreign  companies 
is  the  amount  of  capital  employed  in  the  state.  There  is  also  the 
Washington  case,2s  holding  that  a  tax  on  the  entire  authorized 
capital  stock  of  domestic  corporations  is  not  invalid,  although  the 
tax  on  foreign  companies  is  based  upon  the  proportion  of  such  stock 

10  Miami  Coal  Co.  v.  Fox,  176  X.  E.  II. 

20  Tax  Commission  of  Ohio  v.  Kelly-Springfield  Tire  Co.,  175  N.  E.  700. 

21  People  ex  rel.  Texas  Co.  v.  State  Tax  Commission,  168  N.  E.  449. 

22  Graniteville  Manufacturing  Co.  t1.  Query,  283  U.  S.  376. 

23  Idem.  44  F.  (2d)   64. 

24  A  review  of  some  of  the  older  decisions  appears  in  the  University  of 
Pennsylvania  Law  Review,  June  1931,  p.  1 1 19;  The  Lawyer  and  Banket 
and  Central  Law  Journal,  March-April,  1931,  p.  88. 

25  In  a  similar  case  between  the  same  parties  (282  U.  S.  10)  the  Supreme 
Court  remanded  the  cause  to  the  Circuit  Court  of  Appeals  for  the  Seventh 
Circuit  with  directions  to  dismiss  the  appeal  which  had  been  decided  in 
favor  of  the  taxpayer.  The  decision  did  not  pass  upon  the  merits  of  the 
claim,  being  due  to  the  invalidity  of  the  decree  under  section  266  of  the 
Judicial  Code,  as  amended.     Bulletin,  December  1930,. p.  86. 

26  St.  Louis  Southwastern  Railway  Co.  v.  Stratton,  30  F.  (2d)  322. 

27  State  ex  rel.  Beatrice  Creamery  Co.  v.  Marsh,  227  N.  W.  926. 

28  Spokane  International  Railway  Co.  v.  State  of  Washington,  299  Pac.  362. 
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employed  in  the  state.  The  Supreme  Court  dismissed  the  Nebraska 
case  for  want  of  a  substantial  federal  question.29  The  Montana 
Supreme  Court  has  held  invalid  a  tax  on  a  proportion  of  the  author- 
ized capital  stock  of  a  foreign  corporation.30 

In  Susquehanna  Power  Co.  v.  State  Tax  Com  miss  ion,31  the  Su- 
preme Court  upheld  the  validity  of  the  Maryland  capital  stock  tax 
upon  the  shares  of  public  utilities.  The  basis  of  the  Maryland  tax 
might  be  called  the  corporate  excess,  but  instead  of  a  flat  rate 
being  applied,  that  basis  is  divided  by  the  number  of  shares,  and  the 
value  of  each  share  is  placed  upon  the  local  assessment  roll  of  the 
district  in  which  the  stockholder  resides.  If  he  resides  without  the 
state,  it  is  placed  upon  the  roll  of  the  district  where  the  company 
has  its  principal  place  of  business  in  Maryland.  In  either  event, 
the  company  pays  the  tax  for  the  account  of  its  shareholders  and, 
theoretically,  the  tax  is  upon  the  owners  of  the  shares.  The  tax- 
payer contended  that  since  such  owner  was  a  Pennsylvania  cor- 
poration, the  shares  had  a  situs,  for  purposes  of  taxation,  only  in 
the  latter  state.  That  point,  the  Court  did  not  decide.  The  State 
Court  had  sustained  the  tax,  on  the  theory  that  it  was  an  "  in  lieu  " 
tax  upon  the  corporation's  tangible  personal  property.  The  decision 
was  affirmed  on  that  ground.32 

6.  Federal  Tax  on  State  Instrumentalities. — In  Willcuts  v. 
Bunn33  the  Supreme  Court  held  that  the  Federal  Government  may 
tax  the  gain  from  the  sale  of  state  and  municipal  securities,34  at 
least  when  such  securities  are  purchased  at  par.33 

Another  case  on  municipal   bonds  involved  that  section   of  the 

29  282  U.  S.  799. 

30  Chicago,  Milwaukee,  St.  Paul  &  Pacific  R.  R.  Co.  v.  Harmon,  295 
Pac.  762. 

31  283  U.  S.  297. 

32  In  Corry  v.  Baltimore,  196  U.  S.  466,  the  Supreme  Court  said  in 
regard  to  this  tax :  "  The  Maryland  decisions  have  also  settled  that  the  tax 
is  on  the  stockholder  personally  because  of  his  ownership  of  the  stock,  and 
is  not  on  the  stock  in  rem  or  on  the  corporation."  The  fact  that  the 
shares  were  owned  by  nonresidents  did  not,  however,  render  the  tax  in- 
valid, according  to  the  opinion. 

33  282  U.  S.  216.  The  states  of  New  York  and  Massachusetts  filed  briefs 
as  amici  curiae  in  defense  of  the  tax. 

34  The  American  Accountant,  Feb.  1931,  p.  49. 

35  One  point  brought  out  in  the  briefs  is  worth  mentioning.  Suppose  the 
bonds  were  purchased  at  90  and  matured  in  ten  years.  At  the  end  of  nine 
years  a  sale  is  made  at  99.  Is  the  $9.  taxable  gain,  or  is  it  non-taxable 
interest?  Each  year  the  bonds  become  more  valuable  because  they  are  so 
much  nearer  to  maturity.  Is  that  increase  due  to  the  passage  of  time — 
interest?  It  should  be  remembered  that  if  the  bonds  are  redeemed  at  par 
at  the  end  of  ten  years,  the  realized  discount  is  exempt  (0.  D.  737,  774). 
See  Sague  v.  Commissioner,  23  B.  T.  A.  736,  Docket  No.  19648,  Tune  16, 
1931- 
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Revenue  Acts  providing  that  interest  on  money  borrowed  to  pur- 
chase or  carry  exempt  securities  cannot  be  taken  as  a  deduction. 
The  section  is  constitutional,  it  was  held.36 

Sometimes  the  distinction  between  an  exempt  and  a  taxable  trans- 
action is  exceedingly  fine.  Under  the  law  of  Texas,  a  so-called 
"  lease  "  granted  by  the  state  results  in  a  sale  of  the  oil  and  gas  in 
place.  Under  the  law  of  Oklahoma,  it  is.  technically,  a  lease.  In- 
come derived  by  the  Texas  "  lessee  "  is  taxable,  the  Supreme  Court 
held,  on  the  theory  that  he  is  merely  selling  something  purchased 
from  the  state.37  On  the  other  hand,  the  Court  of  Appeals  of  the 
District  of  Columbia  has  held  that  income  derived  by  the  Oklahoma 
lessee  is  exempt.38  The  Oklahoma  case  is  now  before  the  Supreme 
Court. 

The  sale  of  motorcycles  to  a  municipal  corporation  for  use  in  its 
police  service  was  exempt  from  the  excise  tax  imposed  by  the  1924 
act.  the  Supreme  Court  held  on  May  25  in  Indian  Motorcycle  Co. 
v.  U.  S.39  The  decision  was  in  reply  to  a  question  certified  by  the 
Court  of  Claims  on  Dec.  11,  1928.  The  fact  that  the  procedure 
was  somewhat  unusual  probably  accounts  for  the  delay. 

7.  State  Tax  ox  Federal  Instrumentalities.  —  One  of  the 
most  important  cases  under  this  heading  has  just  been  started.  In 
the  State  of  Kansas  an  attempt  is  being  made  to  impose  a  personal 
property  tax  on  wheat  held  in  storage  by  the  Grain  Stabilization 
Board.40  The  stock  in  the  grain  corporation  is  owned  by  various 
cooperatives,  but  its  policies  are  dictated  by  the  Farm  Loan  Board. 
If  the  state  should  finally  win  this  case,  the  decision  will,  no  doubt, 
have  a  profound  effect  upon  the  policy  of  the  Federal  Government 
in  attempting  to  carry  out  similar  enterprises. 

The  Supreme  Court  has  held  that  compensation  received  for 
carrying  United  States  mails  may  be  included  in  the  basis  of  the 
California  gross  receipts  tax,41  and  that  the  State  of  Maryland  may 

36  Denman  v.  Slay  ton,  282  U.  S.  514. 

37  Group  No.  1  Oil  Corporation  v.  Bass,  283  U.  S.  279. 
3S  Coronado  Oil  and  Gas  Co.  v.  Burnet,  50  F.  (2d)  998. 

39  283  U.  S.  570.  The  dissenting  opinion  leaves  no  doubt  that  two  and 
probably  three  of  the  justices  believe  that  the  Panhandle  Oil  Co.  case  (277 
U.  S.  218)  was  decided  erroneously. 

40  See  6  U.  S.  Daily   1491    (Aug.  31,   1931,  p.   1,  col.  3). 

41  Alward  v.  Johnson,  282  U.  S.  509. 

The  plaintiff  in  this  case  was  a  bus  company.  The  "  in  lieu "  tax  on 
gross  receipts  imposes  a  much  greater  burden  than  if  the  ad-valorem  rate 
were  applied  to  its  property,  the  company  contended.  There  is  a  plain  dis- 
tinction between  the  property  of  a  bus  line  and  other  property,  the  Supreme 
Court  pointed  out  in  reply  to  that  argument.  So  the  question  whether 
these  "  in  lieu "  gross  receipts  taxes  generally  may  be  higher  than  the 
burden  that  would  be  imposed  under  the  ordinary  property  tax  remains 
unanswered. 
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tax  submerged  lands  in  the  Susquehanna  River,  owned  by  a  power 
company  that  had  erected  a  dam  under  authority  of  the  Federal 
Power  Commission.42 

Last  year  Dean  Waterman  discussed  the  Alabama  power  case,43 
involving  the  right  of  that  state  to  impose  a  gross  receipts  tax  on 
the  sale  of  surplus  energy  produced  by  the  Federal  Government  at 
Muscle  Shoals.  The  Supreme  Court  dismissed  that  case  on  the 
ground  that  the  Court  of  Claims  was  without  jurisdiction  to  enter- 
tain the  state's  suit.44 

The  highest  courts  of  Kansas  and  North  Carolina  have  held  that 
property  purchased  with  money,  paid  under  Congressional  relief 
legislation,  to  veterans  or  their  beneficiaries  is  not  exempt  from  state 
property  taxes,45  whereas  the  Georgia  Supreme  Court  has  taken  the 
opposite  view.46  The  question  involved  has  been  the  subject  of 
many  rulings  of  attorneys  general.47 

The  Storaasli  case,48  while  not  of  great  importance,  presents  an 
interesting  point.  It  held  that  an  automobile  owned  by  an  army 
officer  located  at  Fort  Snelling,  and  using  the  Minnesota  highways, 
must  have  Minnesota  registration.  The  car  in  question  carried  a 
Fort  license,  but  no  license  from  any  other  state. 

8.  Educatioxal  Films  axd  Related  Cases. — When  the  Macal- 
len i9  case  was  decided  there  were  many  who  thought  that  the 
states  would  no  longer  be  permitted  to  include  income  from  exempt 
securities  in  the  basis  of  their  excise  or  franchise  taxes. 

While  Flint  v.  Stone  Tracy  Co.  was  not  definitely  overruled,  the 
Court  had  cited  it  as  an  extreme  example,  and  it  seemed  to  be  only 
a  question  of  time  when  that  historic  opinion  would  suffer  the  same 
fate  that  later  befell  Blackstone  v.  Miller. 

Those  who  thought  that  the  Macallen  case  had  overruled  the 
Flint  case  could  easily  explain  the  Court's  reluctance  to  make  a 
definite  statement  to  that  effect.  A  score  or  more  of  other  decisions 
were  directly  involved,  provided  the  same  rule  applied  to  both  in- 
come and  capital  stock  taxes,  and  there  seemed  to  be  no  reason  why 
it  should  not  so  apply.  The  precedents  were  too  formidable  to  be 
abruptly  cut  down. 

42  Susquehanna  Power  Co.  v.  State  Tax  Commission,  283  U.  S.  250.  See 
also,  South  Carolina  Power  Co.  v.  South  Carolina  Tax  Commission,  6.  U.  S. 
Daily  1608  (September  15,  1931). 

43  State  of  Alabama  v.  United  States,  38  F.   (2d)   897. 

44  Idem,  282  U.  S.  502. 

45  State  ex  rel.  Smith  v.  Commissioners,  294  Pac.  915,  cert,  denied  283 
U.  S.  855;  Martin  v.  Guilford  County,  158  S.  E.  847. 

47  The  decision  by  the  Attorney  General  of  Washington  contains  a  review 
of  the  authorities  (6  U.  S.  Daily  1582 — September  11,  1931). 

46  Rucker  v.  Merck,  159  S.  E.  501. 

48  Storaasli  v.  Minnesota,  283  U.  S.  57. 

49  Macallen  Co.  7-.  Massachusetts,  279  U.  S.  620. 
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The  Macallen  case  did  imply  a  great  deal,  but  the  most  of  it  was 
spent  in  discussing  the  history  of  the  Massachusetts  statute,  in  order 
to  show  an  intent  on  the  part  of  the  legislature  to  tax  the  exempt 
income. 

How,  it  has  been  asked,  can  a  legislature  levy  a  tax  that  includes 
certain  income,  unless  it  intends  to  tax  that  income?  And  the 
answer  is,  of  course,  if  the  Court  permits  the  legislature  to  indulge 
in  the  legal  fiction  that  the  tax  is  intended  to  reach — not  the  in- 
come— but  the  corporate  franchise. 

The  Educational  Films  case  50  held  that  the  State  of  New  York 
may  include  copyright  royalties  in  the  basis  of  its  franchise  tax. 
The  Macallen  case  was  distinguished  on  the  ground  that  nothing  in 
the  record  showed  that  the  New  York  legislature  had  plotted  de- 
liberately to  tax  such  income.  Therefore  the  tax  is  on  the  fran- 
chise, and  the  fact  that  the  royalties  are  included  in  the  basis 
becomes  immaterial. 

The  Macallen  case  has,  therefore,  been  limited  to  its  exact  hold- 
ing, and  stands  for  nothing  more  than  the  somewhat  illogical 
proposition  that  the  Commonwealth  of  Massachusetts  could  not  take 
in  two  bites  what  some  other  state  may  take  in  one  51  —  at  least  if 
the  record  fails  to  show  that  the  object  of  the  law  is  to  include 
items  which  would  otherwise  be  exempt.  Whether  the  line  of  de- 
cisions which  permits  that  result  should  be  commended  or  con- 
demned is  a  question  we  shall  not  discuss. 

Prior  to  the  Films  decision,  there  were  at  least  two  cases  in 
which  a  different  view  was  taken  of  the  Macallen  case.  These  two 
cases  were  decided  by  the  Washington  Supreme  Court  in  June, 
1930,  and  involved  the  constitutionality  of  a  tax  upon  financial 
corporations,  "  measured  "  by  their  net  income.  The  state  argued, 
just  as  the  State  of  New  York  argued  later,  that  the  Macallen  case 
was  based  wholly  on  the  fact  that  the  real  object  and  purpose  of  the 
Massachusetts  law  was  to  impose  a  tax  on  the  exempt  securities. 
The  Macallen  decision  did  discuss  that  point,  and  did  explain  that 
the  tax  was  laid  by  virtue  of  an  amendment,  the  Washington  Court 
admitted,  and  then  added :  "  We  are  unable  to  see  that  this  makes 
any  difference  in  the  principle  involved."  52 

The  Educational  Films  case  has  been  followed  by  the  California 
Supreme  Court  in  a  case  involving  the  constitutionality  of  the  cor- 
porate franchise  tax  of  that  state.53  The  change  in  the  California 
constitution  imposing  such  a  tax,   the  California   Court  held,   was 

50  Educational  Films  Corporation  of  America  v.  Ward,  282   U.  S.  379. 

51  See  In  re  Vortox  Mfg.  Co.  (California  State  Board  of  Equalization), 
S   I  .  S.  Daily  1853,  Aug.  13,  1930. 

52  Aberdeen  Savings  &  Loan  Association  v.  Chase,  289  Pac.  536 ;  Burr  v. 
Chase,  289  Pac.  551. 

53  Pacific  Co.,  Ltd.  v.  Johnson,  298  Pac.  489. 
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nothing  more  than  an  acceptance  of  the  permission  granted  by 
Congress  to  tax  national  banks  on  net  income.  A  dissenting  opinion 
expressed  the  view  that  the  Massachusetts  and  California  laws  are 
substantially  identical,  and  that  both  showed  a  deliberate  intent  to 
tax  the  exempt  income.  There  seemed  to  be  no  question  in  the 
mind  of  the  dissenting  judge,  however,  that  the  statute  should  be 
sustained  if  the  inclusion  of  the  exempt  items  were  "  casual  and 
incidental."  54 

An  appeal  has  been  taken  to  the  Supreme  Court,  but  so  far  as 
appears  from  the  jurisdictional  statement,  the  appellant  grounds  its 
whole  case  on  the  theory  that  the  change  in  the  California  consti- 
tution represented  an  impairment  of  preexisting  contracts,  in  so  far 
as  it  includes  interest  from  certain  local  district  bonds  which  had 
been  previously  exempt.  Interest  from  federal  securities  is  not 
mentioned  at  all. 

The  Fox  Films  case  from  Georgia  is  much  more  interesting.55 
It  involves  the  inclusion  of  royalties  from  copyrights  in  the  basis 
of  the  Georgia  gross  receipts  tax.  The  tax  is  a  privilege  tax ;  at 
least  it  is  so  termed,50  and  the  question,  as  I  see  it,  is  whether 
exempt  income  may  be  included  in  the  basis  of  a  so-called  excise 
or  privilege  tax  when  that  basis  is  the  gross  rather  than  the  ne: 
income. 

The  North  Carolina  Supreme  Court  has  held  that  in  computing 
the  state  income  tax  on  corporations,  royalties  from  copyrights 
should  be  excluded.57  Long  v.  Rockzvood  was  cited  as  the  con- 
trolling authority,  and  Educational  Films  was  held  not  to  apply — 
just  why,  the  Court  failed  to  state.  It  may  have  been  for  the 
reason  that  the  North  Carolina  tax  is  called  an  income  and  not  an 
excise  tax,  and  hence,  under  the  decisions,  is  subject  to  the  same 
restrictions  as  if  imposed  upon  an  individual.58 

54  This,  it  has  been  argued,  is  the  gist  of  the  whole  situation.  "The 
right  to  tax  the  contract  ...  to  any  extent  however  inconsiderable,  ...  is 
a  burden  on  the  operations  of  the  Government."  (Weston  v.  Charleston, 
2  Pet.  449,  468.)  But  the  Court  did  not  hesitate  to  uphold  a  non-discrimi- 
natory tax,  which  it  seemed  certain  would  be  actually  collected  from  all 
corporations  subject  thereto  (Provident  Institution  v.  Massachusetts,  6  Wall. 
632),  even  though  to  do  so  required  the  adoption  of  a  legal  fiction  which 
can  hardly  be  called  logical.  And  at  the  present  time,  the  test  seems  to  be 
whether  there  is  a  direct  rather  than  a  remote  burden  (Willcuts  v.  Bunn, 
282  U.  S.  216;  Denman  v.  Slayton,  282  U.  S.  514.  See  Yale  Law  Journal. 
March   1931,  p.  826.) 

55  Fox  Films  Corporation  v.  Norman.  The  justices  of  the  Georgia  Su- 
preme Court  were  equally  divided  and  no  opinion  was  rendered. 

56  L.  1929,  p.  103,  Sec.  2.  Note,  however,  that  the  Georgia  gross  receipts 
tax  is  imposed  upon  both  corporations  and  individuals. 

57  Maxwell  v.  Chemical  Construction  Co.,  157  S.  E.  606. 

58  Even  the  New  York  Commission,  in  its  brief  in  the  Films  case,  admits 
that  the   tax  must  fail  if  there  is  nothing  in   the  law   to  support   the   legal 
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In  a  much  earlier  case,  the  Tennessee  Supreme  Court  had  held 
that  patent  royalties  may  not  be  included  in  the  basis  of  the  cor- 
porate excise  tax  imposed  by  that  state.09  The  decision  of  the 
Tennessee  court  could  be  readily  explained  were  it  not  for  the  fact 
that  in  a  decision  handed  down  three  weeks  before,  the  Court  had 
held  that  income  from  federal  securities  may  be  included.60  The 
implied  distinction  would  be  much  more  interesting  if  each  of  the 
decisions  had  been  the  other  way. 

Since  the  Films  case  was  decided  the  same  question  has  been 
before  the  Massachusetts  Supreme  Judicial  Court  in  a  case  involv- 
ing a  domestic  corporation.  The  Massachusetts  Court  held,  of 
course,  that  patent  royalties  could  be  included,  on  the  theory  that 
the  thing  aimed  at  by  the  Massachusetts  excise  tax  is  the  privilege 
of  doing  business  as  a  corporation,  and  that  any  burden  on  the 
patent  royalties  was  fortuitous  and  incidental.61 

What  would  be  the  result  if  the  right  of  New  York  State  to  in- 
clude income  from  federal  securities  in  the  basis  of  its  franchise 
tax  were  questioned?  The  Films  opinion  pointed  out  that  after  the 
decision  by  the  Court  of  Appeals  in  People  v.  Laiv,  the  New  York 
statute  was  amended  to  include  the  income  from  "  some  Federal 
bonds,"  which  previously  had  been  exempt.  Did  it  mean  that  the 
income  from  some  federal  bonds  could  be  included,  and  the  income 
from  others  could  not  ? 

The  whole  question,  many  believe,  will  never  be  settled  satisfac- 
torily until  the  Macallen  case  or  the  Flint  case  is  definitely  over- 
ruled.62 

9.  Classification  —  General  and  Chain  Stores.  —  Kentucky 
has  an  intangibles  tax  which,  according  to  all  reports,  actually  pro- 
duces a  large  amount  of  revenue.  One  feature  of  the  law  is  the 
exemption  of  shareholders  in  corporations,  at  least  75  per  cent  of 
whose  property  is  taxed  in  that  state.  If  the  company  pays  Ken- 
tucky taxes  on  75  per  cent  of  its  property,  the  shares  are  exempt 
in  the  hands  of  individual  residents;  if  it  pays  on  only  74  per  cent, 
the   shares   are   taxable.     That   classification   is   not   arbitrary,   the 

fiction  that  it  is  upon  the  excise  or  franchise.  For  example,  in  distinguish- 
ing the  Quicksafe  opinion  (post)  the  brief  says  that  the  Tennessee  Supreme 
Court  "  seems  to  have  entirely  overlooked  the  fact  that  the  tax  which  it 
was  considering  was  not  a  tax  upon  the  income  at  all  but  one  upon  the 
corporate  franchise,  a  distinction  which  is  of  controlling  importance"  (Our 
italics.) 

59  Quicksafe  Mfg.  Corp.  v.  Graham,  29  S.  W.  (2d)  253. 

60  General  Securities  Co.  v.  Williams,  29  S.  W.   (2d)   662. 

61  Thompson  Electric  Welding  Co.  v.  Commonwealth,  176  N.  E.  203. 

62  "  As  a  practical  matter  it  would  seem  almost  impossible  correctly  to 
construe  legislative  motive  in  every  case  and  make  the  question  of  validity 
hinge  on  that."     Cornell  Law  Quarterly,  Dec.  1929,  pp.   127,   130. 
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Supreme  Court  has  held.63  Is  there  a  distinction  between  this 
situation  and  the  contemplation  of  death  cases  involving  a  two-year 
limitation  ?  64 

In  North  Carolina  the  license  tax  on  motor  carriers  operating 
more  than  50  miles  apart  is  three  times  the  ordinary  rate.  That 
classification  is  also  reasonable,  the  Supreme  Court  held.65 

The  opinions  in  these  two  cases  were  unanimous.  They  may, 
however,  have  set  the  stage  for  one  of  the  most  important  opinions 
of  the  year.  For  a  long  time  certain  states  have  endeavored  to 
work  out  some  scheme  for  imposing  a  special  tax  on  chain  stores.66 
Whether  they  could  do  that  depended  on  the  answer  to  one  ques- 
tion— May  the  chain  stores  be  put  in  a  separate  class  for  purposes 
of  taxation  ?  6~ 

In  an  opinion  handed  down  just  before  it  adjourned,  the  Supreme 
Court  answered  that  question  in  the  affirmative.68  The  Indiana  law 
imposing  a  graduated  tax  based  upon  the  number  of  stores  in  the 
state  is  constitutional,  five  of  the  justices  agreed.  Four  of  them 
dissented  vigorously. 

The  Indiana  case  is  now  before  the  Court  on  petition  for  re- 
hearing, together  with  new  chain-store  cases  from  three  other 
states.  The  North  Carolina  case  69  is  similar  to  the  one  from  Indi- 
ana, except  that  the  rates  are  not  graduated;  the  Mississippi  case70 
involves  a  sales  tax  which,  makes  the  rate  on  the  chains  double  that 
of  the  other  dealers ;  and  the  Virginia  case  71  involves  a  rather 
complicated  tax.  based  on  purchases. 

In  the  dissenting  opinion  in  the  Indiana  case,  Mr.  Justice  Suther- 
land  brought   up    the   question    of    confiscation.      That   point   was 

63  Klein  v.  Board  of  Tax  Supervisors  of  Jefferson  County,  282  U.  S.  19. 

64  No.  3,  supra. 

65  Clark  v.  Maxwell,  282  U.  S.  811. 

66  At  the  time  the  Indiana  chain  store  tax  case  was  held  invalid  by  the 
District  Court,  a  bill  proposing  a  similar  tax  was  pending  in  the  Kentucky 
legislature.  That  bill  was  amended  to  impose  a  graduated  gross  sales  tax 
on  retailers,  the  maximum  rate  being  I  per  cent  on  sales  in  excess  of  one 
million  dollars.  The  Kentucky  law  has  been  held  to  be  constitutional  by 
the  Court  of  Appeals  of  that  state.  Moore  v.  State  Board  of  Charities  and 
Corrections,  40  S.  W.  (2d)  349. 

See  also  Yale  Law  Journal,  January  1931,  p.  431;  Harvard  Law  Review, 
January  1931,  p.  456. 

67  See  Columbia  Law  Review,  January  1931,  p.  145. 

68  State  Board  of  Tax  Commissioners  of  Indiana  v.  Jackson,  283  IT.  S.  527. 

69  Great  Atlantic  &  Pacific  Tea  Co.  v.  Maxwell,  154  S.  E.  S38.  See 
Illinois  Law  Review,  June  1931,  p.  240. 

70  Mitchell  v.  Penny  Stores  (District  Court  for  the  Southern  District  of 
Mississippi.  Xo  opinion  was  rendered  by  the  Court  upon  granting  the 
interlocutory  injunction). 

T1  Great  Atlantic  &  Facific  Tea  Co.  7-.  Morrissett,  Decision  of  statutory 
court  not  yet  reported. 
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mentioned  on  several  occasions  during  this  year's  legislative  ses- 
sions 72  and  will,  undoubtedly,  be  presented  when  the  cases  are 
argued.  The  decisions  may  give  us  some  light  as  to  the  Court's 
views  on  this  phase. 

10.  Other  Cases  Relating  to  Discrimination. — Several  other 
cases  relating  to  discrimination  are  now  pending  in  the  Supreme 
Court.  In  one,  the  validity  of  the  old  Oklahoma  income  tax  upon 
individuals,  but  not  upon  corporations,  is  questioned,73  while  an- 
other involves  the  old  Oregon  intangibles  tax  of  5  per  cent  on 
dividends  and  interest  received  by  individuals.74  The  Oregon  law 
was  held  unconstitutional  by  the  State  Supreme  Court  on  the  ground 
that  no  such  tax  is  imposed  upon  corporations.75 

In  the  Pennsylvania  coal  cases,76  the  taxpayers  allege  that  all 
the  coal  lying  within  purely  arbitrary  limits  was  assessed  at  the 
same  value  without  regard  to  its  actual  worth.  In  the  Hoeper 
case  "  from  Wisconsin,  the  Court  is  asked  to  decide  whether  that 
state  may  tax  a  husband  on  the  income  of  both  himself  and  wife, 
that  is,  whether  the  members  of  a  family  may  be  taxed  as  a  unit. 

North  Carolina  has  a  corporate  excess  tax  on  domestic  corpora- 
tions, the  basis  of  which  is  the  actual  value  of  the  capital  stock  less 
the  value  of  property  assessed  locally  and  certain  exempt  items. 
In  the  Garysburg  case,  it  was  contended  that  failure  to  allow  a 
deduction  for  the  shares  of  foreign  corporations  is  equivalent  to  a 
tax  thereon,  and  is  discriminatory,  for  the  reason  that  individual 
residents  are  not  required  to  pay  an  ad-valorem  tax  upon  such 
shares.  The  decision  by  the  Circuit  Court  of  Appeals  was  not  on 
the  merits,  the  Court  holding  that  the  company  had  failed  to  ex- 
haust its  administrative  remedies  before  bringing  suit.78 

72  For  example,  see  Opinion  of  the  Wisconsin  Attorney  General,  6  U.  S. 
Daily  718   (May  26,  1931). 

73  The  Circuit  Court  of  Appeals  for  the  Tenth  Circuit  held  the  law  con- 
stitutional. Franklin  v.  Carter,  State  Auditor.  The  taxpayer  relies  largely 
upon  Quaker  City  Cab  Co.  v.  Pennsylvania,  277  U.  S.  389. 

74  Redfield  v.  Fisher,  292  Pac.  813,  rehearing  denied,  295   Pac.  461. 

In  holding  the  Washington  income  tax  upon  financial  corporations  in- 
valid, one  ground  assigned  by  the  State  Supreme  Court  was  the  fact  that 
no  such  tax  was  imposed  upon  individuals  of  the  same  class.  Aberdeen 
Savings  &  Loan  Association  v.  Chase,  289  Pac.  536. 

75  The  corporate  excise  tax  based  on  net  income  is  not  such  a  tax,  the 
Court  ruled.  The  fact  that  nonresidents  doing  a  brokerage  business  in 
Oregon  were  excluded  from  the  operation  of  the  law  amounted  to  a  further 
discrimination,  the  Oregon  court  held. 

7G  Cumberland  Coal  Co.  v.  Board  of  Revision  of  Tax  Assessments  in 
Greene  County,  Pa.,  152  Atl.  755. 

77  Tloeper  v.  Tax  Commission  of  Wisconsin,  233  N.  W.   100. 

7S  County  of  Pender  v.  Garysburg  Manufacturing  Co.,  50  F.  (2d)  732. 
The  District  Court  held  the  statute  invalid  —  42  F.  (2d)  500.  See  also 
Harvard  La-;c  Review,  January  193 1,  p.  443. 
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11.  Allocation. — Most  of  the  state  income  tax  laws  provide  for 
the  use  of  an  arbitrary  allocation  fraction.  Sometimes  that  frac- 
tion operates  unjustly  and  would  result  in  a  state  tax  on  income 
not  earned  within  its  borders.  In  such  a  case  a  few  of  the  states 
permit  the  report  to  be  made  on  a  separate  accounting  basis.  In 
the  Hans  Rces'  case,79  the  Supreme  Court  held  that  if  the  taxpayer 
can  show  conclusively  that  the  fraction  operates  unfairly,  he  is 
entitled  to  a  separate  accounting  whether  or  not  the  statute  gives  it 
to  him.  That  decision  may  not  be  as  important  as  it  sounds.  The 
North  Carolina  fraction  involved  contains  only  one  factor — tangible 
property  in  the  state  over  total  tangible  property.  In  certain  cases, 
of  course,  the  taxpayer  can  show  that  it  works  a  gross  injustice, 
but  I  doubt  very  much  if  that  is  true  of  a  well-balanced  fraction, 
such  as  the  one  used  in  New  York.so 

On  the  other  hand,  the  taxpayer  may  find  that  the  fraction  works 
to  its  advantage,  and  under  such  circumstances  is  likely  to  object 
if  compelled  to  report  on  a  separate  accounting  basis.  Such  is  the 
Palmolive  case  S1  now  before  the  Circuit  Court  of  Appeals  for  the 
Seventh  Circuit,  in  which  the  Wisconsin  Tax  Commission  alleges 
that  the  company  has  arranged  matters  so  as  to  throw  out  of  the 
state  a  large  proportion  of  the  items  that  belong  properly  in  the 
numerator  of  the  allocation  fraction. 

One  other  case  involving  the  Wisconsin  method  of  allocation  is 
now  pending  in  the  Supreme  Court.82 

12.  Interstate  Commerce — General. — Several  states  now  have 
gross  receipts  taxes  on  public  utilities,  and  the  question  has  fre- 
quently arisen  as  to   when   such   receipts   are   derived   from  inter- 

79  Hans  Rees'  Sons,  Inc.  v.  Maxwell,  283  U.  S.  123,  — ■ — .  Criticism  of 
the  opinion — Yale  Lain  Journal,  June  193 1,  p.  1273. 

80  See  S.  S.  Kresge  Co.  v.  Bennett,  51   F.  (2d)  353. 

81  Palmolive  Co.  v.  Conway.  The  decision  of  the  District  Court  is  re- 
ported at  37  F.  (2d)    114. 

82  Buick  Motor  Co.  i\  City  of  Milwaukee>  43  F.  (2d)  385.  The  Wis- 
consin Tax  Commission  refused  to  recognize  a  contract  which  the  Buick  Co. 
had  with  its  parent  company,  General  Motors,  under  which  Buick's  profits 
in  the  state  were  fixed  at  $2,500.  The  company  and  Commission  then 
worked  out  a  compromise  under  which  the  tax  was  paid  on  an  arbitrary 
percentage  of  gross  sales.  The  Commission,  however,  became  dissatisfied 
with  that  settlement,  and  fixed  the  tax  at  what  it  thought  was  the  real 
profit.  The  company  alleges  that  the  Commission's  figures  are  not  the  real 
profit  at  all,  but  include  a  part  of  the  manufacturing  profit  properly 
ascribed  to  General  Motors.  Buick  alleges  that  it  and  General  Motors 
which  is  also  doing  business  in  Wisconsin  offered  to  submit  a  consolidated 
return,  but  the  Commission  refused  to  permit  that,  for  the  reason  that  it 
knew  certain  General  Motors'  branches  in  the  state  had  incurred  losses  that 
would  offset  Buick's  profits. 

See  also  People  ex  rel.  Fox  Films  Corporation  v.  Loughman,  —  N.  Y. 
Supp.  — . 
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state  business,  particularly  in  the  case  of  high  voltage  transmission 
wires,  and  gas  in  transmission  mains. 

As  to  the  latter,  it  has  now  been  settled  definitely  that  interstate 
commerce  ends  when  the  gas  enters  local  supply  mains  and  is  re- 
lieved of  the  high  pressure  put  upon  it  while  in  die  transmission 
lines.  The  companies'  contention  that  interstate  commerce  did  not 
end  until  the  gas  reached  the  burner  tips  of  the  consumers,  and 
that  hence  the  receipts  from  its  sale  could  not  be  subjected  to  a  state 
tax  was  rejected  by  the  Supreme  Court  in  the  East  Ohio  Gas  Co. 
case.83  The  same  principle  has  just  been  held  applicable  to  high 
voltage  transmission  lines  in  a  decision  involving  the  South  Caro- 
lina tax  on  production  and  sale  of  electric  power.84 

In  two  other  interesting  cases  under  this  heading,  the  South 
Carolina  tax  on  radio  receiving  sets,83  and  the  North  Carolina  tax 
on  trucks  operated  by  peddlers  who  had  no  permanent  place  of 
business  in  the  state  SG  were  held  unconstitutional.87 

13.  Gasoline  Storage  Cases.  —  Two  cases  now  before  the  Su- 
preme Court  involve  the  so-called  gasoline  storage  tax  of  South 
Carolina — the  right  of  that  state  to  impose  such  a  tax  upon  fuel 
stored  within  its  borders  for  more  than  24  hours  after  the  inter- 
state character  of  the  shipment  has  been  lost. 

As  the  rate  of  the  gasoline  tax  increases,  new  methods,  both  legal 
and  illegal,  are  sought  to  avoid  that  levy.  The  question  before  the 
Court  is,  of  course,  whether  the  South  Carolina  law,  intended  to 
combat  one  of  those  methods,  goes  too  far,  and  amounts  to  an 
interference  with  interstate  commerce.  The  South  Carolina  Su- 
preme Court  held  that  it  did  not,s8  following  a  similar  ruling  by 
the  highest  courts  of  Florida  and  Tennessee.89 

83  East  Ohio  Gas  Co.  v.  Tax  Commission  of  Ohio,  283  U.  S.  465.  The 
Ohio  tax  is  in  addition  to  and  not  in  lieu  of  the  general  property  tax. 
The  basis  may  not,  therefore,  include  any  receipts  from  interstate  business. 

A  related  case  now  before  the  Supreme  Court  involves  the  Mississippi 
privilege  tax  of  so  much  per  mile  on  pipe  lines.  State  Tax  Commission  of 
Mississippi  v.  Interstate  Natural  Gas  Company,  Inc.,  Interlocutory  injunc- 
tion was  made  permanent  by  statutory  court  (N.  D.  Miss.)    Feb.  20,  1931. 

84  South  Carolina  Tower  Co.  v.  South  Carolina  Tax  Commission,  6  U.  S. 
Daily  1608   (September  15,  1931). 

85  Station  WBT,  Inc.  v.  Poulnot,  46  F.  (2d)   671. 

86  Gramling  v.  Maxwell,  6  U.  S.  Daily  1524  (September  3,  1931).  See 
Ex  parte  Smith,  128  So.  864,  in  which  a  somewhat  similar  tax  was  held 
invalid  on  the  ground  that  it  was  violative  of  the  equal-protection  clause. 

87  A  Mississippi  case  now  before  the  Supreme  Court  involves  the  Missis- 
sippi license  tax  on  cotton  buyers,  as  applied  to  persons  making  purchases 
for  delivery  in  other  states.  Matthews  v.  Rodgers.  Final  decree  of  statu- 
tory court  (N.  D.  Miss.)   was  entered  on  Feb.  21,  193 1. 

88  Gregg  Dyeing  Co.  7'.  Query,  —  S.  E.  — ;  City  of  Greenville  v.  Querv, 
—  S.  E.  — . 

The  right  of  a  state  to  impose  the  gasoline  tax  upon  sales  to  its  political 
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14.  Gasoline  Tax — Interstate  Airplanes  and  Busses. — In  the 
October,  1930,  Bulletin  no  there  appears  the  full  text  of  a  decision 
by  the  District  Court  for  the  Western  District  of  Oklahoma  to  the 
effect  that  the  sale  of  fuel  to  be  used  in  interstate  planes  cannot  be 
subjected  to  the  state  tax.91  That  decision  was  followed  by  a 
specially  constituted  three-judge  court  in  a  case  involving  the  New 
Mexico  tax,0-  and  by  one  of  the  lower  Nebraska  courts.93 

On  the  other  hand,  the  District  Court  for  the  Eastern  District  of 
Missouri  9i  and  the  Kentucky  Court  of  Appeals  95  have  held  that 
the  gasoline  tax  must  be  paid  upon  fuel  to  be  used  in  motor  vehicles 
making  interstate  trips.  The  Attorneys  General  of  several  states 
have  endeavored  to  reconcile  these  decisions  on  the  ground  that  the 
gasoline  tax  is  for  the  privilege  of  using  the  roads,  and  this  theory 
was  adopted  recently  by  Judge  Kennedy  of  the  District  Court  for 
'Wyoming.96  In  that  state  the  proceeds  of  the  tax  on  fuel  used  in 
airplanes  goes  to  municipal  airports,  and  Judge  Kennedy  upheld  the 
levy  on  exactly  the  same  theory  that  compels  motor  carriers  in 
interstate  commerce  to  pay  a  reasonable  mileage  tax.97 

It  should  be  noted,  however,  that  neither  the  Missouri  nor  Ken- 
tucky decisions  were  based  upon  this  theory.  The  purpose  for 
which  the  fuel  was  to  be  used  after  its  sale  was  considered  im- 
material. That  view  is  sustained  in  an  opinion  just  handed  down 
by  another   three- judge   court. 9S     The   opinion   written   by   Circuit 

subdivisions  has  been  before  the  courts  on  several  occasions  during  the  year. 
The  cases  are  collected  in  an  address  by  Hon.  Walter  T.  Griffin,  Assistant 
Attorney  General  of  Kansas,  before  North  American  Gasoline  Tax  Confer- 
ence on  September  io,  1931,  at  Denver,  Colorado. 

89  Sheip  v.  Amos,  130  So.  699;  Foster  &  Creighton  Co.  v.  Graham,  285 
S.  W.  570.  See  also  George  E.  Breece  Lumber  Co.  v.  Mirabel,  287  Pac.  699, 
affirmed  by  the  Supreme  Court  in  a  per  curiam  opinion,  283  U.  S.  788. 

90  Page    19. 

91  United  States  Airways,  Inc.  v.  Shaw,  43  F.  (2d)  148  (August  13, 
I930)-  The  case  went  even  further,  and  held  that  where  the  interstate  and 
intrastate  business  are  so  commingled  and  interdependent  that  the  tax  cannot 
be  apportioned  between  them,  no  tax  at  all  can  be  imposed  upon  fuel  used 
in  the  company's  planes. 

92  Mid-Continent  Air  Express  Corporation  v.  Lujan,  47  F.   (2d)   266. 

93  Boeing  Air  Transport  Co.,  Inc.  v.  Stebbins  (District  Court  of  Lan- 
caster County,  September  1930) . 

94  Central  Transfer  Co.  t\  Commercial  Oil  Co.,  45  F.  (2d)  400. 

95  Kentucky  Independent  Oil  Co.  v.  Coleman,  23  S.  W.  (2d)  615. 

96  Boeing  Air  Transport,  Inc.  v.  Edelman,  51  F.  (2d)   130. 

97  See  Bekins  Van  Lines,  Inc.  et  al.  v.  Riley,  280  U.  S.  80;  Iowa  Motor 
Vehicle  Association  et  al.  v.  Board  of  Railroad  Commissioners  of  the  State 
of  Iowa,  280  U.  S.  529. 

98  Eastern  Air  Transport,  Inc.  v.  South  Carolina  Tax  Commission,  6  U.  S. 
Daily  1664  (Sept.  22,  1931). 
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Judge  Parker  expressly  disapproves  the  Oklahoma  and  New   Mexico 
cases.99 

15.  Interstate  Busses.  —  Two  bus  cases  reached  the  Supreme 
Court  this  year.  In  the  one  from  Tennessee,  a  tax  based  on  the 
earning  capacity  of  interstate  carriers  was  held  invalid.100  Such  a 
tax  has  no  bearing  on  the  use  made  of  the  highways,  the  Court 
held.101  Apparently,  the  Court  attached  considerable  importance  to 
the  fact  that  the  proceeds  of  the  levy  went  into  the  general  fund. 
The  same  reasoning  appears  in  Judge  Kennedy's  ruling  in  the 
Wyoming  airplane  case.102 

The  other  decision  involved  the  Florida  law.  The  court  found 
it  unnecessary  to  pass  upon  the  validity  of  the  mileage  tax,  but  did 
hold  the  statute  invalid  as  to  a  private  carrier  employed  under  an 
exclusive  contract  with  a  grocery  concern.103 

16.  Banks.  —  Three  bank  cases  are  pending  in  the  Supreme 
Court.  In  two  Iowa  cases,104  the  banks  contend  that  competing 
capital  is  subjected  to  the  state  intangible  tax  of  five  mills,  whereas 
their  shares  are  taxed  at  from  five  to  seven  times  that  rate.105  In 
a  case  involving  the  old  New  York  statute,  the  Circuit  Court  found 
that  under  decisions  by  the  Court  of  Appeals  of  that  state  billions 
of  dollars  of  competing  capital  were  not  subjected  to  the  ad-valorem 
tax  of  1  per  cent  imposed  upon  bank  shares. 1QG  The  Xew  York 
law  has  long  since  been  amended,  and  banks  in  that  state  now  pay 
an  income  tax. 

17.  Federal  Income  Tax. — In  the  Kirby  Lumber  Co.  case  now 
pending  in  the  Supreme  Court,  the  question  involved  is  whether  a 
corporation  derived  taxable  income  by  purchasing  and  retiring  cer- 

99  "  In  so  far  as  these  cases  deny  to  a  State  the  right  to  impose  a  tax 
on  sales  occurring  within  its  borders  because  the  purchaser  intends  to  use 
the  property  purchased  in  carrying  on  interstate  commerce,  we  think  that 
they  press  the  doctrine  of  the  Helson  case  too  far,"  Judge  Parker  said. 
"  It  appears,  however,"  he  continued,  "  that  the  statutes  dealt  with  in  these 
cases  taxed  the  use  of  gasoline  within  the  State  and  not  merely  the  sale ; 
and  the  right  to  tax  the  use  in  interstate  commerce,  ...  is  a  very  different 
matter  than  the  right  to  tax  the  sale  before  the  use  in  interstate  commerce 
begins." 

100  Interstate  Transit,  Inc.  v.  Lindsey,  283  U.  S.  183. 

101  See  American  Bar  Association  Journal,  February  1931,  pp.  S7.  91. 

102  See  No.  14,  supra. 

103  Smith  v.  Cahoon,  283  U.  S.  553.  See  also  Mclntyre  v.  Harrison,  157 
S.  E.  499. 

104  Iowa-Des  Moines  National  Rank  v.  Bennett;  Central  State  Bank  v. 
Bennett,  232  X.  W.  445. 

105  It  is  alleged  in  both  cases  that  the  assessment  is  made  on  20%  of 
actual  value. 

106  Keating  v.  The  Public  National  Bank  of  New  York,  47  F.  (2d)  561. 
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tain  of  its  outstanding  bonds  for  an  amount  less  than  that  for  which 
such  bonds  were  issued.  The  Court  of  Claims  decided  against  the 
Government.107  According  to  the  briefs,  cases  on  the  point  now- 
pending  in  the  Bureau  involve  approximately  $10,000,000. 

One  of  the  most  important  federal  tax  decisions  this  year  was 
the  Phillips  case,108  holding  that  the  liability  of  a  transferee  is  not 
limited  to  his  pro-rata  share  of  the  tax.  Section  280  of  the  1926 
act  is  constitutional,  the  Court  held  in  a  unanimous  opinion  which, 
it  seems,  settles  the  question  once  and  for  all. 

A  husband  and  wife  in  the  community  property  states  are  each 
entitled  to  report  one-half  the  community  income.109  This  is  a 
question  which  has  been  before  the  courts  for  years.  So  far  as  I 
know,  there  has  been  no  attempt  in  any  of  the  other  states  to  join 
the  eight  having  a  community  system.  I  understand,  however,  that 
the  matter  will  come  up  in  the  next  Congress. 

The  waiver110  and  607-611  11T  cases  were  important  for  the 
reason  that  so  many  refunds  were  at  stake.  They  are,  however, 
too  complicated  to  discuss  in  our  limited  time;  furthermore,  they 
involved  statutes  that  were  intended  primarily  to  remedy  defects  in 
the  old  acts.  As  a  matter  of  fact,  there  are  very  few  important 
questions  on  the  federal  tax  now  before  the  courts.  The  law  is 
being  gradually  crystallized,  and  while  there  are  a  tremendous 
number  of  decisions  being  handed  down,  most  of  them  make  only 
minor  contributions  to  the  general  subject,  or  involve  some  section 
of  the  prior  acts  that  has  since  been  amended. 

18.  Conclusion.  —  State  and  local  tax  laws  are  far  from  being 
crystallized.  The  cases  which  we  have  just  reviewed  show  that 
conclusively.  Furthermore,  some  of  these  problems  never  will  be 
settled  satisfactorily  until  a  real  effort  is  made  to  coordinate  the  49 
systems  under  which  we  are  now  laboring.  The  Supreme  Court 
may  help  occasionally  by  a  decision  which  comes  very  near  to  being 
judicial  legislation,112  and  the  reciprocal  statutes  may  aid  in  certain 
cases.     Many  of  the  problems,  however — problems  of  allocation,  of 

107  United  States  v.  Kirby  Lumber  Co.,  44  F.  (2d)  885.  See  Yale  Laiv 
Journal,  April,  1931. 

108  Phillips  v.  Commissioner,  283  U.  S.  589. 

109  Poe  v.  Sanborn,  282  U.  S.  101 ;  Hopkins  v.  Bacon,  282  U.  S.  122; 
Bender  v.  Pfaff,  282  U.  S.  127:  Goodell  v.  Koch,  282  U.  S.  118. 

110  Stange  v.  U.  S.,  282  U.  S.  270;  Brown  &  Sons  Lumber  Co.  v.  Burnet, 
282  U.  S.  283 ;  Burnet  v.  Chicago  Ry.  Equipment  Co.,  282  U.  S.  295 ; 
Aiken  v.  Burnet,  282  U.  S.  277. 

111  Graham  v.  Goodcell,  282  U.  S.  409;  Mascot  Oil  Co.  v.  U.  S.,  282 
U.  S.  434;  Roberts  Sash  &  Door  Co.  v.  U.  S.,  282  U.  S.  812;  Roy  &  Tit- 
comb  v.  U.  S.,  282  U.  S.  811. 

112  See  the  concluding  sentence  of  Mr.  Justice  Holmes'  dissenting  opinion 
in  Baldwin  v.  State  of  Missouri,  281  U.  S.  586. 
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situs,  and  of  double  taxation  —  are  more  than  any  one  state  can 
hope  to  solve. 

Chairman  Whitney:  I  feel  satisfied  that  the  members  of  the 
conference  who  had  the  pleasure  of  hearing  Mr.  Miller  will  be 
glad  to  read  again  his  article,  which  will  appear  in  the  Proceedings 
of  this  conference. 

The  next  paper  is  that  of  "  Property  Tax  Offsets  to  Income 
Taxes,"  and  will  be  presented  by  Mr.  Herbert  D.  Simpson,  of  the 
Institute  for  Economic  Research  of  Northwestern  University — Mr. 
Simpson. 

THE  EFFECT  OF  A  PROPERTY  TAX  OFF-SET 
UNDER  AN  INCOME  TAX 

HKRBERT  D.   SIMPSON 

Of  the   Institute   for  Economic  Research  and 
Professor  of  Economics,  Northwestern   University 

METHODS 

The  purpose  of  a  property  tax  offset  under  an  income  tax  is  to 
reach  the  incomes  of  those  classes  who  now  pay  little  or  no  prop- 
erty taxes,  without  imposing  additional  taxes  on  already  over-taxed 
owners  of  real  estate.  The  actual  operation  of  such  an  offset, 
however,  has  been  one  of  the  most  uncertain  and  elusive  things  in 
the  whole  field  of  income  taxation.  The  purpose  of  the  present 
study  was  to  ascertain,  as  far  as  it  is  possible  to  do  so,  the  actual 
effects  of  such  an  offset. 

The  study  was  undertaken  at  the  request  of  a  committee  of  the 
Chicago  Real  Estate  Board,  which  appropriated  a  small  amount 
toward  financing  its  cost.  Our  method  in  brief  has  been  this:  In 
the  first  place,  we  have  ascertained  the  property  holdings,  the  in- 
come received,  and  the  real  estate  taxes,  personal  property  taxes, 
and  income  taxes  paid  by  5100  individual  taxpayers  in  Dane  County, 
Wisconsin,  for  the  year  1928.  In  the  second  place,  through  the 
courtesy  of  the  Wisconsin  Tax  Commission  and  the  cooperation  of 
Mr.  Roy  Blough,  in  charge  of  their  statistical  department,  we  have 
been  able  during  the  past  year  to  ascertain  the  similar  facts  for  all 
corporations  in  Wisconsin  reporting  to  the  State  Tax  Commission 
for  the  same  year,  1928.  The  total  number  of  such  corporations, 
after  eliminations  for  incomplete  data,  was  13,104.  The  financial 
cost  involved  made  it  impossible  to  ascertain  the  facts  for  any  con- 
siderable proportion  of  the  total  number  of  individual  taxpayers  in 
the  state,  and  Dane  County,  containing  the  city  of  Madison,  was 
therefore  selected  as  representing  probably  a  fairly  typical  cross- 
section  of  the  state. 

With  the  exact  facts  available  for  these  corporations  and  indi- 


PROPERTY  TAX  OFF-SET  UNDER  AN  INCOME  TAX       127 

viduals,  we  have  assumed  that  a  given  amount  of  revenue  was  to 
be  raised  by  three  alternative  types  of  taxation : 

I.  A  straight  property  tax. 
II.  A  property  tax  combined  with  an  income  tax  —  without 
offset. 
III.  A  property  tax  combined  with  an  income  tax — with  prop- 
erty tax  offset. 

The  problem,  then,  is  to  determine  how  differently  the  total  tax 
burden  would  rest  on  all  these  corporations  and  individuals  under 
the  three  alternative  forms  of  raising  revenue. 

We  reported  last  year  the  results  for  individuals.  We  are  pre- 
pared now  to  report  the  results  for  corporations  and  the  combined 
results  for  both,  weighted  according  to  the  proportions  represented 
by  the  individual  and  corporate  payments  in  the  total  income  tax 
revenue  for  Wisconsin.  These  results  will  be  concerned  with  two 
things,  namely,  the  effect  upon  total  revenue  and  the  effect  upon 
distribution  of  tax  burdens. 

RESULTS 

II.  Effect  upon  Revenue 
A  property  tax  offset  under  the  Wisconsin  income  tax  would 
reduce  the  yield  of  the  individual  income  tax  49%,  of  the  cor- 
porate income  tax  53%.,  and  of  the  total  yield  of  the  tax  51^2%. 
Or  an  income  tax  without  offset  would  make  it  possible  to  reduce 
property  tax  rates  by  15%  ;  an  income  tax  with  offset  would  reduce 
property  tax  rates  by  7^2 %. 

II.  Distribution  of  Burden 
a.    governing  factor 

In  the  distribution  of  burden  the  first  and  most  fundamental 
thing  to  be  grasped — and  the  thing  that  most  discussion  of  the 
subject  has  entirely  failed  to  grasp — is  that  the  governing  factor 
here  is  not  the  amount  of  property  one  owns  or  the  income  he  re- 
ceives, but  the  ratio  of  his  income  to  his  property,  or  more  accur- 
ately, the  ratio  of  his  income  tax  to  his  property  tax.  The  exact 
effects  of  these  various  ratios  have  been  worked  out  and  are  repre- 
sented on  the  accompanying  chart.  It  is  the  same  chart  that  was 
presented  a  year  ago,  modified  now  by  the  inclusion  of  the  data 
for  corporations. 

The  figures  at  the  left  represent  the  total  taxes  paid  by  any  indi- 
vidual or  group,  expressed  in  percentage  of  his  property  taxes. 
That  is,  the  property  taxes  he  pays,  or  would  pay,  if  all  revenue 
were  raised  through  property  taxation,  are  taken  as  100%;  and  the 
taxes  he  would  pay  under  alternative  forms  of  taxation  are  indi- 
cated as  percentages  of  this  base.    The  figures  at  the  bottom  of  the 
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chart  represent  the  ratio  of  the  income  tax  one  would  pay  under 
such  an  income  tax  as  that  in  Wisconsin  to  his  property  taxes. 

The  three  lines  represent  the  effects  of  the  three  types  of  taxes 
we  are  consdiering.  The  heavy  horizontal  line  assumes  that  all 
revenue  is  raised  through  a  general  property  tax,  and  the  amount 
of  tax  each  one  pays  under  that  system  is  taken  as  100%.  The 
dotted  line   (AF)   represents  the  effect  of  an  income  tax  without 
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offset;  the  broken  line   (BCG)   the  effect  of  an  income  tax  with 
property  offset. 

The  chart  thus  becomes  a  kind  of  automatic  calculator,  by  which, 
if  you  know  your  property  holdings  and  probable  income,  you  can 
locate  yourself  along  that  base  line,  and  then  read  up  the  chart  to 
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the  points  at  which  you  intersect  the  three  designated  lines.  The 
point  at  which  you  intersect  each  one  will  tell  exactly  how  you 
individually  would  be  affected  by  the  adoption  of  a  straight  income 
tax,  in  one  case,  or  an  income  tax  with  property  offset  in  the 
other,  or  by  a  continuance  of  the  general  property  tax. 

(1)  Suppose,  for  example,  you  own  property,  either  a  large  or 
small  amount,  but  that  you  are  making  no  net  income.  You  are 
situated  at  0%.  Under  a  general  property  tax  you  pay,  we  will 
say,  $100  on  your  property.  Under  an  income  tax  without  offset, 
you  pay  no  income  tax,  and  you  get  the  full  benefit  of  the  reduction 
in  property  taxes  brought  about  by  those  who  do  pay  income  taxes, 
which  brings  your  total  tax  down  to  A,  or  $85.00.  Under  an  in- 
come tax  with  offset,  you  pay  no  income  tax  yourself  and  make  no 
use  of  the  offset,  but  the  diminished  revenue  from  those  who  do 
avail  themselves  of  the  offset  lessens  the  relief  you  get  in  your 
property  tax,  and  brings  your  tax  down  only  to  $92.50. 

Your  minimum  burden  will  be  secured  through  a  straight  income 
tax.  with  no  offset;  and  this  will  hold  true  until  your  income  tax 
is  large  enough  to  equal  more  than  7j4%  of  your  property  taxes. 
At  that  point  your  situation  will  change. 

Suppose,  for  example,  one  has  property  to  the  amount  of  $50,000, 
an  income  of  around  $11,200,  and  pays  property  taxes  of  $1,000 
and  an  income  tax  of  $200  (that  is,  his  income  tax  is  20%  of  his 
property  tax),  he  is  situated  at  20%  on  the  base  line.  An  income 
tax  without  offset  will  raise  his  total  taxes  to  106%,  an  increase 
of  6%;  an  income  tax  with  offset  will  reduce  them  to  92^2%,  a 
decrease  of  7>4%.  And  so  on,  to  the  point  where  one's  income  tax 
is  100%  of  his  property  taxes,  at  point  D.  But  beyond  that  point, 
those  who,  on  account  of  either  high  incomes  or  small  property 
holdings,  are  so  situated  that  their  income  taxes  will  be  in  excess 
of  100%  of  their  property  taxes,  will  secure  minimum  tax  burdens 
through  a  continuance  of  the  property  tax,  with  no  income  tax  of 
any  kind. 

The  chart  indicates  three  groups  of  taxpayers: 

Group  AB,  who  will  benefit  through  a  straight  income  tax  with 
no  offset. 

Group  BCD,  who  will  benefit  from  an  income  tax  with  property 
tax  offset. 

Group  DE,  who  will  benefit  from  continuance  of  the  general 
property  tax. 

B.     GENERAL    NUMERICAL   DISTRIBUTION 

1.  Individuals 
Group  AB  contains  54%  of  the  total  number  of  individual  tax- 
payers, group  BCD  13%,  and  group  DE  33%.    The  explanation  of 
the  large  number  in  group  AB  is  the  wide  distribution  of  propertv 
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ownership — one  of  the  things  we  are  anxious  to  encourage.  But 
this  means  that  on  these  54%  the  general  property  tax  rests  very 
heavily  in  relation  to  any  measure  of  tax-paying  ability.  It  means 
that  to  these  54%.  an  income  tax  would  be  a  blessing,  because., 
having  small  incomes,  the  additional  tax  imposed  in  the  form  of  an 
income  tax  is  more  than  offset  by  the  relief  afforded  through  re- 
duction of  the  property  tax  rates;  so  that  for  these  54%  the  adop- 
tion of  an  income  tax  means  a  reduction  of  from  7j^%  to  15%  in 
their  total  tax  burdens.  But  these  small  income  classes  have  so 
little  income  taxes  to  offset  that  the  value  of  an  offset  to  them  is 
less  than  the  reduction  of  property  taxes  that  would  be  made  pos- 
sible if  no  offset  were  permitted.  Any  reduction  of  property  taxes, 
in  other  words,  is  more  important  to  them  than  the  little  use  they 
are  in  position  to  make  of  an  offset  against  an  income  tax. 

So  much  for  the  number  in  these  groups.  But  more  important 
still  is  the. composition  of  these  groups. 

In  the  AB  group  (Income  Tax  Beneficiaries)  are  found  96l/2cAt 
of  all  the  farmers,  61%.  of  the  laborers,  68%  of  the  skilled  trades- 
men, and  50%.  of  the  business  men  operating  their  own  individual 
businesses.  The  most  conspicuous  element  in  this  group  is  the 
farmer.  Ninety-six  and  one-half  per  cent  of  the  farmers  should  in 
self-defense  support  an  income  tax  and,  so  far  as  their  own  interest 
is  concerned,  should  drop  immediately  all  talk  about  a  property  tax 
offset.  Only  three  and  a  fraction  out  of  one  hundred  farmers  have 
any  chance  to  gain  from  an  offset.  The  explanation  is  simple — if 
our  facts  from  Wisconsin  are  at  all  typical  of  the  situation  in 
general.  The  adoption  of  an  offset  reduces  the  yield  of  the  income 
tax  51%.  That  loss  of  potential  income  tax  means  7^2%  more  to* 
be  raised  in  the  form  of  property  taxes.  The  offset,  in  other  words, 
will  increase  the  farmers'  property  tax  by  7j^%.  His  income 
under  present  conditions  is  so  small  that  he  rarely  has  an  oppor- 
tunity to  offset  an  amount  equal  to  anything  like  7^4%  of  his 
property  tax  bill. 

2.   Corporations 

If  we  classify  the  corporations  under  business  and  industrial 
groupings,  we  find  these  results.  The  groups,  a  majority  of  whose 
members  are  found  in  Class  AB  (Income  Tax  Beneficiaries)  in- 
clude : 

Agricultural  Corporations 

Real  Estate   . 

Mining  and  Quarrying 

Manufacturing 

Mercantile — wholesale  and  retail 

Local  Public  Utilities. 

Only  one  group  shows  a  majority  of  its  members  in   Class  BCD 
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(Offset  Beneficiaries)  :  this  is  the  banks  —  state  and  national. 
One  group  shows  a  majority  of  its  members  in  Class  DE  (Prop- 
erty Tax  Beneficiaries)  :  this  is  the  brokerage  and  investment  com- 
panies. 

Or,  if  we  eliminate  the  third  alternative — sole  dependence  on  the 
property  tax,  and  are  considering  definitely  the  adoption  of  an 
income  tax,  and  the  only  problem  is  offset  or  no  offset,  the  align- 
ment becomes : 

Groups  a  majority  Groups  a  majority 

of  -whose  members  of  whose  members 

would  benefit  through  would  be  injured 

an  offset  by  an  offset 

Banks  Agricultural 

Manufacturing  Real  Estate 

Brokerage  and  Investment  Mining 

Local  Public  Utilities  Mercantile 

C.      ACTUAL    LOCATION    OF    SETOFF 

But  the  mere  distribution  of  individuals  and  corporations  numeri- 
cally does  not  tell  us  much;  and  so,  in  an  effort  to  apply  almost  a 
chemical  type  of  analysis  to  the  ingredients  of  our  problem,  we 
have  taken  all  of  our  individual  taxpayers  and  two  of  the  largest 
groups  of  corporations — manufacturing  and  mercantile — and  classi- 
fied them  according  to  net  income,  in  the  classes  indicated.  Then, 
since  the  offset  is  intended  primarily  as  a  relief  to  real  estate. 
within  each  of  these  income  groups  we  have  separated  out  those 
individuals  and  corporations  who  own  real  estate  and  those  who  do 
not,  and  have  gone  down  the  list  and  figured  exactly  how  much 
income  each  of  these  real  estate  owners — individuals  and  corpora- 
tions —  would  be  able  to  offset  with  "  his,  her,  or  its  "  property 
taxes.  In  chemical  terms,  we  have  put  each  of  these  groups  of 
real  estate  owners  into  a  test-tube,  so  to  speak,  have  poured  in  on 
top  of  them  the  various  elements  and  ingredients  involved,  and 
have  precipitated  the  offset.  The  accompanying  chart  shows  the 
amount  of  "  precipitate  "  in  the  various  groups. 

Of  the  total  amount  of  offset  appropriated  by  these  5100  tax- 
payers, 20.7%  would  go  to  14  taxpayers,  all  of  whom  have  incomes 
of  over  $20,000.  Of  the  total  offset'  ($804,264)  appropriated  by  all 
mercantile  corporations,  23*/2%  would  go  to  4  corporations,  each 
has  an  income  in  excess  of  $500,000.  Of  the  total  offset  appro- 
priated by  all  manufacturing  corporations  (1930  corporations,  with 
offset  of  $2,859,833),  28*/2%  would  go  to  7  corporations,  each  of 
which  has  net  income  in  excess  of  $1,000,000. 
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GENERAL  CONCLUSIONS 

You  may  recall  that  a  year  ago  we  refrained  from  drawing  any 
general  conclusions  and  exercised  great  restraint  in  drawing  such 
deductions  as  we  did.  Now,  with  the  additional  facts  before  us, 
we  feel  that  we  can  draw  some  general  conclusions  with  a  large 
measure  of  assurance. 

1.  In  the  first  place,  the  effect  of  an  offset  on  the  yield  of  an 
income  tax  would  be  substantial,  amounting,  on  the  basis  of  our 
Wisconsin  facts,  to  51%  of  the  yield. 

2.  In  the  second  place,  the  past  discussion  of  the  problem,  on  the 
assumption  that  it  is  an  issue  between  property-holders  and  non- 
property-holders,  or  real-estate  owners  and  non-real-estate  owners, 
is  entirely  erroneous.  The  relationships  and  adjustments  involved 
are  all  among  different  classes  of  property-holders,  not  between 
property-holders  and  somebody  else.  Indeed,  under  a  given  sched- 
ule of  rates  and  other  provisions  of  an  income  tax,  it  is  largely 
immaterial  to  non-property-holders  whether  there  is  an  offset  or 
not.  Their  taxes  will  be  the  same  regardless  of  any  offset.  The 
varying  gains  and  losses  all  lie  among  various  groups  of  property 
owners.  For  example,  a  farmer  with  a  farm  worth  $10,000,  a 
property  tax  of  $200,  and  an  income  of  $2000  or  $3000,  little  more 
than  enough  to  cover  his  exemptions  and  deductions  (and  that  de- 
scription would  cover  90%  of  the  farmers  in  the  United  States) 
can  get  no  benefit  from  an  offset.  To  him  an  offset  is  as  much  a 
dead  letter  as  certain  well-known  provisions  of  our  tariff  laws. 
On  the  other  hand,  the  owner  of  an  office  building  worth  $1,000,000, 
with  an  income  of  $50,000,  a  property  tax  of  $15,000  to  $20,000 
and  an  income  tax  of  $2600,  would  be  able  to  offset  his  entire  in- 
come tax.  The  result  would  be  not  only  to  benefit  the  large  prop- 
erty owner  (which  would  be  no  cause  for  regret),  but  to  injure 
the  small  one,  since  the  $2600  of  revenue  lost  to  the  income  tax 
would  have  to  be  raised  from  property;  and  on  the  figures  in  one 
illustration,  this  would  increase  the  farmer's  taxes  exactly  $25.00. 

3.  In  the  third  place,  we  find  that  the  governing  factor  in  the 
distribution  of  benefits  and  losses  is  not  the  amount  of  property 
one  owns,  but  the  ratio  of  his  income  to  his  property.  But  the  size 
of  this  abstract,  mathematical  ratio,  1-10,  2-7,  or  whatever  it  may 
happen  to  be,  shows  nothing  about  the  situation  of  the  taxpayer 
from  the  standpoint  of  the  amount  of  his  property  or  income,  his 
tax-paying  ability,  or  his  need  for  relief.  And  the  facts  make  it 
clear  beyond  any  doubt  that  the  actual  results  are  to  benefit  the 
recipients  of  the  largest  incomes  among  both  individuals  and  cor- 
porations. In  short,  the  offset  confers  its  largest  relief  in  exactly 
the  quarters  where  relief  is  least  needed. 

4.  In  the  fourth  place,  the  facts  bring  out  the  fundamental  illog- 
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icalness  of  any  offset  device,  by  which  taxes  are  distributed  not  on 
one  basis  of  taxation  or  another  but  on  the  ratio  of  one  tax  basis 
to  another.  If  we  felt  that  tobacco  consumers  were  unduly  taxed 
and  that  cosmetics  could  well  carry  a  share  of  excise  taxation,  we 
should  hardly  provide  that  the  taxes  paid  on  cigarettes  should  offsel 
taxes  on  cosmetics.  If  we  did,  the  final  amount  of  excise  tax  any 
one  family  would  pay  would  depend  not  on  the  amount  of  tobacco 
the  husband  smoked  or  the  amount  of  cosmetics  his  wife  used,  but 
upon  the  ratio  of  the  husband's  tobacco  to  his  wife's  cosmetics — 
or  vice  versa,  as  the  practice  in  different  families  may  be.  Now. 
whatever  virtue  may  inhere  either  in  cigarettes  or  in  cosmetics  as 
a  basis  for  taxation,  certainly  the  ratio  of  one's  cigarette  con- 
sumption to  his  cosmetic  consumption  is  meaningless  for  purposes 
of  taxation.  Yet  the  property  tax  offset  against  an  income  tax  rests 
upon  exactly  the  same  illogical  relationship. 

It  will  be  understood,  of  course,  that  I  .am  discussing  the  prob- 
lem from  the  standpoint  of  taxation.  If  it  is  a  matter  of  politics, 
where  it  may  be  necessary  to  concede  an  offset  in  order  to  secure 
support  for  an  income  tax  which,  it  may  be  felt,  is  better  than 
none.  I  have  nothing  to  say.  Still  more,  if  the  offset  is  proposed 
as  part  of  a  campaign  to  boom  real  estate  and  stimulate  the  pur- 
chase of  lots  and  bungalows,  these  facts  do  not  bear  upon  it.  But 
if  we  are  talking  taxation,  all  the  facts  embraced  in  this  study 
would  indicate  that  the  offset  is  one  of  the  most  unsound  and  mis- 
leading proposals  that  has  made  its  appearance  in  tax  discussion 
in  recent  years. 

Chairman  Whitney:  I  think  we  are  very  much  indebted  to 
Mr.  Simpson  for  the  care  which  he  has  given  to  the  paper  that  we 
have  just  heard.  I  know  we  have  all  been  interested.  I  could  see 
that  from  the  faces  of  the  ladies  and  gentlemen  who  were  listening 
to  the  speaker. 

It  now  gives  me  very  great  pleasure  to  present  and  to  introduce 
to  this  audience  the  gentleman  who  will  lead  in  the  discussion,  the 
heir-apparent  to  the  presidency  of  the  National  Tax  Association — 
Mr.  Haig. 

DISCUSSION  OF  PROPERTY  TAX  OFFSETS 
TO  INCOME  TAXES 

ROBERT   M.    HAIG 
Columbia  University 

In  his  paper  before  the  Kansas  City  conference  last  year.  Mr. 
Simpson  presented  an  interesting  analysis  of  the  statistics  for  Dane 
County,  Wisconsin,  and  submitted  a  cleverly-designed  "  horoscope  " 
whose  use  would  enable  a  taxpayer  to  determine  whether  he  wouicl 
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be  helped  or  hurt  by  the  adoption  of  the  offset  of  property  taxes 
against  income  taxes.  His  material  threw  considerable  light  on  the 
problem  of  the  effects  of  the  device  upon  the  fortunes  of  various 
classes  of  taxpayers  who,  he  remarked,  "  in  the  past  have  been 
very  much  confused  in  their  conceptions  of  their  own  best  in- 
terests." 

The  stenographic  record  shows  that  when  the  meeting  at  Kansas 
City  was  thrown  open  for  discussion,  only  one  gentleman  responded 
to  the  chairman's  invitation,  and  his  contribution  to  the  subject  was 
as  follows : 

"  Just  a  word.  In  spite  of  the  very  bad  weather,  we  are 
going  to  have  the  golf  games  this  afternoon.  Busses  will  leave 
the  south  entrance  of  the  hotel  promptly  at  one  o'clock." 

The  program  committee  has  carefully  guarded  against  similar 
denouement  this  year  by  the  adoption  of  two  precautions.  First, 
they  have  assigned  this  topic  to  an  evening  session,  shrewdly  assum- 
ing that  even  in  Atlanta  golf  is  not  usually  played  after  10  P.  M. 
Second,  they  have  definitely  assigned  to  me  the  task  of  "  leading 
the  discussion."  I  suspect  that  in  arranging  this  second  precaution 
the  committee  made  a  serious  error.  They  should  have  avaded 
themselves  of  the  availability  of  one  Bobby  Jones.  If  he  be 
present,  1  shall  cheerfully  retire  in  his  favor. 

Assuming,  then,  that  we  are  really  to  discuss  offsets  and  not  golf, 
I  shall  try  to  start  a  discussion  by  setting  forth  sundry  observations 
and  reflections  on  this  interesting  topic. 

First  of  all,  I  should  like  to  record  it  as  my  impression  that  the 
offset  device  is  for  the  most  part  an  emergency  measure,  of  transi- 
tory importance,  often  disingenuously  urged  by  opponents  of  a  new 
tax  with  the  object  of  rendering  more  or  less  ineffective  a  reform 
which  they  cannot  directly  defeat.  This,  I  am  convinced,  is  true 
of  the  real  estate  tax  offset  provision  in  the  California  corporation 
franchise  tax  law.  I  suspect  it  to  be  true  of  the  proposal  in  Illinois. 
I  am  reliably  informed  that  it  is  true  of  the  arrangement  in  Eng- 
land under  the  new  land  value  tax,  by  which  this  property  tax  is 
in  effect  credited  with  an  offset  for  income  taxes  paid. 

The  only  offset  arrangement  with  which  I  have  come  directly  in 
contact  is  that  embodied  in  the  California  law.  Lest  the  signifi- 
cance of  this  action  of  California  be  misinterpreted,  it  may  be 
worth  while  to  explain  the  situation  which  existed  at  the  time. 
California  desired  to  impose  a  franchise  tax  on  corporations  meas- 
ured by  their  net  income.  The  commission  which  suggested  this 
measure,  I  have  reason  to  believe,  would  gladly  have  urged  that 
the  proposed  new  franchise  tax  be  in  lieu  of  the  existing  local  taxes 
on  the  personal  property  of  the  corporation,  had  it  not  been  for 
the   fact  that  this  action   would  have  precipitated   a  much  bigger 
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problem  of  readjusting  the  relations  of  state  and  local  finances — a 
problem  which  it  seemed  wise  to  segregate  for  the  time  being. 
Under  these  circumstances,  then,  the  obvious  course  was  the  recom- 
mendation of  the  offset  device,  which,  within  limits,  sanctioned  the 
acceptance  of  local  personal  property  tax  receipts  in  payment  of 
the  new  state  franchise  tax.  I  helped  to  rock  the  cradle  of  this 
personal  property  tax  offset,  stating  frankly  that  I  hoped  it  would 
prove  to  be  a  temporary  arrangement  which  would  disappear  when 
the  state  attacked  its  problem  of  tax  reform  on  a  broader  front. 
When  the  bill  was  before  the  Legislature,  however,  a  demand  arose 
from  a  group  of  real  estate  holding  companies  who  made  a  plau- 
sible but,  I  believe,  an  unsound  appeal  that  an  offset  be  granted  for 
real  estate  taxes  as  well.  I  had  nothing  to  do  with  rocking  that 
particular  cradle.  My  activities,  indeed,  consisted  of  kicking  it 
down  the  steps  of  the  State  Capitol.  My  kick  failed  of  its  purpose. 
The  child  lived  and  the  real  estate  offset  provision  was  the  most 
serious  fault  of  the  California  franchise  tax  law. 

This  year  England  has  adopted  a  measure  imposing  a  tax  on  the 
value  of  land  at  the  rate  of  a  penny  in  the  pound.  The  support 
of  the  Liberal  party  was  necessary  to  its  passage.  Late  in  its  Par- 
liamentary history  a  group  of  liberals  brought  forward  an  amend- 
ment providing  for  an  income  tax  offset  against  the  proposed  new 
land  tax.*  As  finally  passed,  the  provision  was  transformed  into  a 
permission  to  deduct  from  the  assessed  value  of  the  land  an  araoun: 
equal  to  four  times  the  annual  value  for  income  tax  purposes  or 
an  amount  equal  to  seven-eighths  of  the  assessed  value,  whichever 
was  smaller.  This  provision,  of  course,  cuts  the  heart  out  of  the 
new  land  tax,  which  was  very  light  in  its  rate  to  begin  with,  and 
this  was  recognized  by  all  parties.  The  proponents  of  the  bill  were 
allowed  to  save  their  faces  and  the  opponents  were  allowed  vir- 
tually to  destroy  the  tax.  This  was  accompanied  by  a  great  deal 
of  disingenious  talk  about  double  taxation,  but  the  truth  is,  I  be- 
lieve, well  expressed  by  a  high  official  in  the  Inland  Revenue,  who 
recently  wrote  me  that,  "  It  was  a  question  rather  of  political  exi- 
gencies than  of  the  principles  of  taxation  at  stake." 

Indeed,  when  one  reviews  the  history  of  these  offset  provisions 
and  surveys  the  tactics  of  those  responsible  for  their  introduction, 
he  is  led  to  the  conclusion  that  much  of  the  argument  urged  in 
their  favor  is  of  the  same  order  of  sincerity  as  that  of  the  Irish 
tenant  who,  with  his  fellow  sufferers,  decided  that  the  time  had 
come  to  teach  their  landlord  a  lesson.  The  oppressions  had  become 
unbearable  and  the  group  of  tenants,  suitably  equipped  with  their 
shelalies,  gathered  behind  the  ledge  near  the  road  along  which 
they   had   reason   to   believe   the   landlord   would   pass   about   nine 

*  Land  and  Liberty,  July-August,   1931,  page   II". 
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o'clock  that  evening.  They  waited  breathlessly  and  with  keen 
anticipation.  Nine  o'clock  came  but  the  landlord  did  not  appear. 
Nine-thirty,  and  no  landlord.  Finally,  at  ten  o'clock  one  of  the 
group  arose  and  said,  "  Well,  I  do  hope  nothing  has  happened  to 
him!"  Certainly  this  seems  to  have  been  the  attitude  of  the  British 
Liberals. 

Our  particular  set  of  offsets  in  this  country  are  offsets  of  prop- 
erty taxes  against  the  income  tax.  I  have  mentioned  the  English 
case  which  is  one  of  an  income  tax  offset  against  a  property  tax. 
It  may  be  interesting  to  mention  still  another  variation  which  I 
unearthed  this  summer  in  Budapest.  It  may  be  described  as  a 
scheme  of  general  offsets.  In  Hungary,  when  a  taxpayer  makes 
his  personal  income  tax  return,  if  the  calculation  shows  that  all  of 
direct  taxes  on  both  property  and  income  amount  to  a  sum  in 
excess  of  75  per  cent  of  his  net  income,  he  may  apply  for  pro-rata 
reductions  in  all  his  direct  taxes  sufficiently  large  to  reduce  the 
amount  to  75  per  cent.  I  am  told  a  similar  arrangement  obtains  in 
Czecho-Slovakia,  the  rate  there  being  50  per  cent. 

As  I  understand  it,  I  am  supposed  to  introduce  this  discussion 
and  not  to  do  all  the  discussing.  Certainly  the  subject  is  one  which 
raises  a  series  of  very  fundamental  questions  whose  analysis  calls 
for  much  more  time  than  I  can  ask  to  be  given  to  me.  I  shall 
therefore  confine  myself  to  the  task  of  stating  certain  of  these 
questions  as  they  lie  in  my  own  mind. 

Should  we,  in  our  thoughts  regarding  the  future  development  of 
our  state  tax  systems,  aim  to  establish  income  as  the  sole  basis  for 
imposing  taxes,  relegating  the  property  tax  to  the  role  of  a  device 
designed  to  mend  the  situation  created  by  non-resident  ownership  ? 

Or  should  we,  in  harmony  with  the  report  of  the  Committee  on 
a  Model  Plan,  strive  to  establish  as  independent  taxes,  the  income 
tax,  the  business  tax  and  the  property  tax? 

If  we  are  to  continue  to  have  a  property  tax,  what  should  be 
its  scope? 

Should  it  attempt  to  tax  all  property? 

Should  it  exclude  all  intangibles? 

Should  it  exclude  only  representative  intangibles  and  attempt  to 
tax  other  intangible  values  such  as  the  good-will  not  represented 
by  securities? 

What  debts  should  be  deductible? 

Should  the  property  tax  basis  exclude  all  personal  property  and 
become  merely  a  real  estate  tax? 

Is  the  question  of  offsets  the  same  in  the  case  of  tax  on  im- 
provements as  in  the  case  of  land  taxes? 

Does  the  process  of  capitalization  of  taxes  place  land  taxes  in  a 
special  class? 

To  what  extent  is  the  property  tax  to  be  justified  as  a  benefit 
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tax,  levied  on  a  basis  which  distributes  expenses  of  certain  func- 
tions in  an  acceptable  manner  and,  if  so  recognized,  may  the  prop- 
erty taxes  be  properly  used  to  cancel  a  tax  like  the  income  tax 
whose  theoretical  justification  is  ability-to-pay? 

These  questions  go  to  the  root  of  the  problem  of  taxation  as  we 
face  it  today.  I  do  not  know  what  your  answers  to  them  may  be. 
My  own  answers  leave  little  room  for  property  tax  offsets  against 
the  income  tax. 

Chairman  Whitney:  We  will  all  be  very  glad  to  hear  any- 
thing that  anybody  has  to  say  continuing  this  discussion  as  to  prop- 
erty tax  offsets,  or  if  there  are  any  questions  that  you  desire  to  ask 
of  the  gentlemen  who  have  spoken. 

Philip  H.  Zoercher  (Indiana)  :  I  don't  know  whether  I  am  the 
only  one  who  has  ideas  along  this  line,  but  I  know  that  the  govern- 
ment of  the  United  States  does  not  levy  a  property  tax.  I  believe  if 
the  government  of  the  United  States  would  levy  a  property  tax  it 
would  not  also  levy  an  income  tax  without  giving  an  offset  of  the 
amount  of  property  tax  paid.  This  matter  came  up  in  our  legis- 
lature at  home  last  winter,  and  a  great  effort  was  made  to  have  an 
income  tax.  The  unanswerable  argument  in  favor  of  an  income 
tax  is  this :  Here  is  a  man  with  a  salary  from  twenty-five  thousand 
to  fifty  thousand  or  seventy-five  thousand  dollars  a  year;  he  owns 
no  property  except  possibly  an  automobile  and  a  few  household 
goods;  he  pays  practically  no  taxes.  The  income  tax  is  the  only 
tax  that  will  reach  that  kind  of  a  man.  But  if  a  man  has  a  busi- 
ness, or  a  factory,  on  which  he  is  paying  a  large  property  tax, 
and  all  the  income  he  has  he  is  getting  from  that  business  on  which 
he  is  paying  a  property  tax,  shall  he  pay  both?  That  matter  came 
up  and  I  remember  I  tried  to  get  to  the  ways  and  means  committee 
to  talk  to  them  about  an  amendment.  I  may  not  have  all  the 
theories  that  this  professor  here  has,  but  I  believe  I  have  been 
connected  with  the  tax  board  long  enough  to  have  some  practical 
ideas  on  taxation.  I  said  to  my  home  senator,  "  Have  you  made 
up  your  mind  what  you  are  going  to  do  on  this  income  tax  bill  ?" 
He  said,  "No."  I  said,  "Well,  you  represent  three  communities; 
they  are  manufacturing  centers;  and  I  know  the  amount  of  prop- 
erty tax  those  people  pay ;  the  property  tax  is  burdensome."  And 
then  I  said  to  him,  "  If  their  earnings  are  so  large  that  they  ought 
to  pay  an  income  tax  also,  there  ought  to  be  given  a  credit  for 
the  property  tax."  He  said,  "Will  you  prepare  an  amendment?" 
I  said,  "I  certainly  will."  And,  this  is  the  amendment  I  prepared: 
that  if  it  were  a  corporation,  the  corporation  in  making  its  income 
tax  return  shall  accompany  its  report  with  a  certified  copy  of  the 
county  treasurer's  receipt  showing  the  amount  of  property  tax  paid, 
and  after  the  income  tax  on  the  prevailing  rates  has  been  deter- 
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mined  and  the  income  tax  exceeds  the  property  tax,  then  the  differ- 
ence shall  be  paid  in  income  tax.  If,  however,  the  property  tax 
exceeds  the  income  tax,  then  no  income  tax  shall  be  paid.  That  I 
believe  would  be  equitable;  that  I  believe  would  be  fair.  In  deter- 
mining taxation  you  should  not  only  determine  receiving  money, 
but  you  should  determine  the  equity  of  it,  and  avoid  double  taxes. 
There  are  other  means.  Cigarettes  and  cosmetics  are  not  neces- 
sities of  life.  They  are  luxuries;  and  I  don't  care  how  much  tax 
you  put  on  them.  If  you  have  to  get  money,  don't  bring  about  a 
system  of  double  taxation  and  burden  industry  and  manufacturers 
and  those  institutions  that  give  life  to  a  community,  and  drive  them 
out  of  business. 

Chairman  Whitney:  Does  any  one  else  have  anything  to  say 
on  this  subject? 

(No  response.) 

Chairman  Whitney:  Undoubtedly  you  are  all  interested  in 
Mr.  Miller's  presentation  of  the  decisions  of  the  courts,  and  pos- 
sibly you  may  desire  to  say  something  upon  that  subject,  or  ask 
him  some  questions  that  he  might  clear  up,  some  of  the  points 
which  you  did  not  fully  understand  with  regard  to  the  meaning  of 
the  decisions.     Does  any  one  desire  to  discuss  it? 

Roy  G.  Blakey  (Minnesota)  :  With  respect  to  this  matter  of 
double  taxation,  it  would  seem  to  me,  if  you  have  a  certain  amount 
to  raise,  that  the  fundamental  question  is  the  proper  distribution 
of  that  burden.  You  can  take  property  as  a  basis,  you  can  take 
income,  or  you  can  take  sales,  or  you  can  take  a  combination  of 
those  bases  without  increasing  the  total  amount  at  all,  just  like 
some  of  our  states  with  two  license  taxes.  You  might  take  the 
value  of  an  automobile  as  the  basis  for  an  automobile  license  tax, 
as  they  do  in  Minnesota;  you  might  take  weight,  as  they  do  in 
some  states ;  you  might  take  horsepower,  or  you  might  take  a  com- 
bination of  two  or  three  of  these.  If  by  taking  that  combination 
you  get  a  fairer  and  more  equitable  basis  than  by  taking  any  one 
of  them,  I  do  not  consider  it  double  taxation  to  take  two  bases  or 
three  bases,  as  the  case  might  be.  If  we  have  a  certain  amount  of 
funds  to  raise  for  the  state  or  community,  and  a  scheme  partly 
based  on  income  and  partly  based  on  property  affords  a  more  equi- 
table distribution  than  a  distribution  by  either  one  of  them,  then 
it  seems  to  me  it  is  not  the  proper  thing  to  call  it  double  taxation. 
Of  course,  we  have  double  and  triple  taxation  all  the  time  when 
we  have  taxation  of  the  same  property  for  municipal  purposes,  for 
county  purposes  and  for  state  purposes.  You  have  double  and 
triple  taxation  in  that,  and  no  one,  I  think,  would  call  that  un- 
necessarily unfair.  So.  it  does  not  seem  to  me,  with  all  due  defer- 
ence to  Mr.  Zoercher,  that  his  criticism  is  altogether  fair. 
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Now,  it  seems  to  me  that  Professor  Simpson's  paper  shows  that 
we  would  have  to  modify  it  for  certain  standards  in  other  states, 
with  other  rates,  as  he  would  doubtless  admit — that  this  combina- 
tion of  a  property  tax  and  an  income  tax  would  relieve  seven  and 
one-half  to  fifteen  per  cent  the  burden  of  the  property  tax  of  those 
people  and  those  property  owners  which  today  need  most  of  the 
relief.  In  other  words,  it  would  result  in  a  more  equitable  distri- 
bution without  necessarily  a  single  cent  increase  in  the  total  amount 
raised.  Of  course,  if  you  spend  more  you  will  have  to  raise  more 
taxes,  but  if  you  keep  your  expenditures  down,  it  is  primarily  a 
question  of  the  proper  and  more  equitable  distribution  of  that  par- 
ticular burden. 

S.  E.  Forney  (Ohio)  :  I  would  like  to  ask  the  gentleman 
whether  he  considers  it  equitable  to  tax  an  earned  income  while  at 
the  same  time  an  unearned  income  of  equal  amount  is  not  taxed. 

Philip  H.  Zoercher:  I  don't  know  whether  I  grasp  the  gentle- 
man's statement  or  not,  but  I  know  this,  that  if  a  corporation  in 
my  own  state  pays  twelve  thousand  dollars  of  property  tax,  and 
the  income  tax  figured  at  the  regular  rate  would  be  ten  thousand 
dollars,  I  don't  think  that  that  corporation  ought  to  pay  any  income 
tax,  because  they  are  paying  now  twelve  thousand  dollars  to  main- 
tain government;  and  if  they  only  pay  two  thousand  dollars  in 
property  tax  and  their  income  tax  would  figure  ten  thousand  dol- 
lars, they  ought  to  pay  eight  thousand  dollars  income  tax,  figured 
on  the  regular  basis  of  an  income  tax. 

As  I  said,  the  unanswerable  argument  for  an  income  tax  is  a 
man  getting  a  large  salary,  or  a  corporation  making  enormous 
profits  and  paying  small  property  taxes.  The  income  tax  is  the 
only  method  that  will  reach  that  kind,  and  those  are  the  fellows 
that  the  income  tax  ought  to  reach ;  but,  an  income  tax  ought  not 
to  reach  a  corporation,  and  a  manufacturer,  and  an  industry  that 
gives  employment  to  labor,  that  is  paying  large  property  taxes. 
We  have  corporations  in  the  State  of  Indiana  that  have  been 
assessed  for  twenty  to  twenty-five  millions  of  dollars,  at  the  pre- 
vailing rates  on  property;  that  is  a  heavy  burden;  and  then,  in 
addition  to  that,  to  burden  them  with  an  income  tax  would  be 
absolutely  unfair,  as  I  look  at  it.  Possibly  I  don't  understand  it 
like  some  of  the  other  fellows  do,  but  I  have  been  connected  with 
the  tax  department  in  the  State  of  Indiana  for  fourteen  years,  and 
I  believe  I  know  something  of  the  taxes  that  people  are  paying  in 
that  state.  When  it  comes  to  an  income  tax,  I  don't  want  it  to  be 
a  double  tax  that  will  be  burdensome  to  the  very  life  of  many  a 
community  in  our  state. 

R.  B.  Cushing  (Illinois)  :  I  want  to  support  Mr.  Zoercher  in 
his  remarks.     I  think  we  are  apt  to  be  misled  by  the  suggestion 
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that  fifty-four  per  cent  of  these  real  estate  taxpayers  would  be 
benefited  more  by  not  allowing  the  offset.  What  we  need,  I  think, 
is  rather  a  wider  distribution  of  the  tax  burden.  That  seven  and 
one-half  per  cent  that  is  lost  might  better  be  made  up  by  a  lower 
exemption.  We  have  had  the  theory  of  a  poll  tax  in  Indiana; 
we  used  to  enforce  it  in  Illinois.  The  theory  was  that  every  citizen 
ought  to  contribute  something  to  government,  and  that  is  the  way 
I  feel  about  the  income  tax.  If  you  are  going  to  help  the  greatest 
number  you  had  better  have  an  income  tax  that  would  take  eighty 
per  cent  of  all  incomes  over  fifty  thousand  dollars;  and  we  all 
know  how  unsound  such  a  tax  would  be.  You  had  better  have  the 
lower  exemption,  spread  the  income  tax  wider  and  allow  the  offset. 

J.  Roy  Blough  (Wisconsin)  :  It  seems  to  me  the  problem  that 
is  raised  here  is  not  a  question  about  the  facts  that  Mr.  Simpson 
has  thought  out,  at  all.  Mr.  Simpson  has  prepared  this  study  and 
has  brought  out  the  facts  showing  what  the  effect  of  the  property 
tax  offset  against  income  taxes  would  be  on  different  groups  of 
people.  He  has  not  shown,  however,  and  he  cannot  show  because 
no  one  can  show,  which  group  interest  is  of  the  most  importance 
to  the  state.  What  Mr.  Zoercher  has  pointed  out  is  that  in  his 
opinion  certain  group  interests  are  of  more  importance  to  the  state 
than  other  group  interests,  or,  putting  it  baldly  or  frankly,  that 
the  group  interests  of  the  manufacturers  of  the  state  are  of  more 
importance  to  the  state  than  the  group  interests,  let  us  say,  of  the 
farmers  or  the  real  estate  owners,  because  you  can  set  up  your  tax 
system  any  way  you  want  to  and  affect  different  groups  of  people. 
Carried  to  its  logical  conclusion,  you  can  relieve  manufacturers  of 
taxes  altogether,  as  some  states  seem  to  be  inclined  to  do;  or,  on 
the  other  hand,  you  can  put  this  on  nothing  but  an  income  tax 
basis  and  place  very  heavy  burdens  on  the  manufacturers. 

It  seems  to  me  the  problem  which  must  be  solved  in  our  legis- 
latures is  this:  Whose  interest  is  the  public's  interest? 

From  Mr.  Simpson's  study  of  the  figures  some  of  us  will  draw 
one  conclusion  as  to  what  should  be  done,  and  others  will  draw 
other  conclusions,  depending  on  what  group  interest  each  of  us 
feels  to  be  the  public  interest.  It  seems  to  me  that  is  the  real 
problem  which  is  raised  here,  and  not  at  all  the  question  of  whether 
the  facts  Mr.  Simpson  presents  are  correct  or  incorrect,  as  to  the 
results  of  the  offset. 

Henry  F.  Long  (Massachusetts)  :  I  am  perfectly  certain,  with 
many  others  present,  that  I  am  not  at  all  sure  that  I  know  what 
the  subject  matter  is  about.  It  does  occur  to  me,  however,  that  1 
can  clear  up  in  my  mind  perhaps  what  the  real  problem  is  by 
stating  what  may  be  a  misconception  of  the  whole  thing.  We  are 
assuming,  to  begin  with,  I  think,  in  Doctor  Simpson's  paper,  that 
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we  are  laying  an  income  tax,  and  we  meet  immediately  two  situa- 
tions, first,  a  determination  whether  the  income  tax  is  a  property 
tax,  as  our  courts  have  decided  in  some  states  that  it  was,  or 
whether  it  is  an  excise  tax,  namely,  income  acting  as  a  yardstick 
in  measuring  a  privilege  that  has  been  given  by  the  state.  Now, 
our  difficulty  starts  in  trying  to  determine  what  net  income  is,  and 
I  think  here  is  where  Mr.  Zoercher  finds  his  difficulty.  Let  us  take 
his  illustration.  His  manufacturing  corporation  is  turning  out 
shoes  or  automobiles  and  providing  a  payroll  and  creating  pros- 
perity for  that  given  community.  Now,  that  won't  always  work; 
and  there  is  where  Mr.  Forney's  question  came  in,  when  he  asked 
as  between  earned  and  unearned  income,  because  this  manufactur- 
ing corporation,  of  which  Mr.  Zoercher  has  spoken,  may  have 
accumulated  profits  over  a  period  of  successful  years  and,  instead 
of  distributing  to  its  stockholders  those  profits,  ploughed  them  back 
into  the  business,  or  invested  them  in  securities  which  have  nothing 
whatever  to  do  with  the  manufacturing  business,  but  reflects  each 
year  a  very  substantial  portion  of  the  net  income  that  finally  lends 
itself  to  the  taxation  of  which  we  are  talking,  so  far  as  it  relates 
to  income  tax.  Now,  the  difficulty  there  is  that  unless  you  do  tax 
the  income  as  flowing  from  that  kind  of  property,  which  bears  no 
relation  whatsoever  to  the  community,  which  Mr.  Zoercher  has  in 
mind,  so  far  as  contributing  anything  by  way  of  wealth,  you  lose 
if  you  undertake  to  offset  against  that  the  property  taxes  which 
are  locally  collected. 

It  seems  to  me  that  Doctor  Simpson  has  completely  shown  the 
fallacy  of  any  offset  which  can  be  generally  applied  against  a  tax 
on  income,  which,  after  all,  is  a  tax  based  primarily  on  one  or  two 
conceptions  of  taxation,  either  a  tax  on  income,  to  take  the  place 
of  a  property  tax,  and  thereby  a  property  tax,  or  a  tax  on  income 
to  supplement  revenue  which  comes  from  other  sources  and  which 
may  be  in  the  form  of  an  excise.  Now,  that  stands  by  itself,  irre- 
spective of  whether  the  corporation  may  be  in  possession  of  prop- 
erty of  sufficient  value  to  pay  a  property  tax,  or  whether  it  is  in  a 
position  of  getting  income  from  its  industrial  enterprise  or  income 
from  investments  that  it  has  made.  It  is  a  single  unit  and  should 
be  taxed  as  a  single  unit ;  and  so  far  as  its  relationship  to  the 
community  is  concerned,  in  the  paying  of  property  taxes,  it  occu- 
pies a  position  as  if  it  were  a  separate  unit.  Now,  when  we 
undertake  to  say  that  because  a  single  unit  attempts  to  engage  in 
three  enterprises,  which  ordinarily  would  be  engaged  in  by  three 
individuals,  first,  the  ownership  of  property,  which,  if  you  owned 
it  individually  you  would  pay  a  local  property  tax  on,  second,  the 
ownership  of  property  coupled  with  its  use  in  industrial  enter- 
prises, and  constituting  a  means  of  making  revenue,  and  thereby 
establishing  ability  to  pay,  and  therefore  being  another  unit,  exactly 
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as  if  it  were  a  second  individual  unit;  and  coupled  with  that  the 
possibility  of  a  third  unit,  or  third  individual  use  in  using  money 
to  invest  which  would  come  back  into  the  corporation  as  income, 
from  what  Mr.  Forney  calls  unearned  income,  or  further  capital 
which  has  been  accumulated.  Now,  if  we  undertake  to  say  that 
because  a  single  unit,  a  corporation,  undertakes  to  engage  in  these 
various  enterprises,  which  we  tax  if  they  are  carried  on  by  an 
individual,  and  then  say  to  that  corporation  "  You  can  have  an 
offset  against  your  income  but  the  individual  can  have  no  offset," 
it  seems  to  me  that  we  have  destroyed  the  very  structure  which  we 
have  undertaken  to  build  up  throughout  the  country — that  of  tax- 
ing with  equality  and  fairness. 

It  is  not  the  individual  corporation  that  we  are  taxing;  it  is  not 
the  individual  corporation  which  is  engaged  in  a  single  enterprise 
we  are  taxing ;  what  we  are  undertaking  to  do  is  to  tax  the  ability 
of  an  individual  or  a  corporation  or  a  unit  as  expressed  by  the 
amount  of  income  which  is  available  for  taxation,  and  then  we 
undertake,  if  there  is  property,  to  tax  that  property. 

Frankly,  I  had  hoped  that  Doctor  Simpson  would  show  us  some 
argument  in  favor  of  the  offset.  I  might  illustrate  perhaps,  if  I 
had  the  time,  the  offset,  which  is  in  another  way  expressed  by  our 
experience  in  Massachusetts,  in  giving  a  dividend  credit  on  foreign 
corporations  on  income  fairly  allocable  to  Massachusetts,  which,  if 
they  were  a  domestic  corporation,  they  would  pay  taxes  on,  based 
on  the  theory  that  because  we  tax  the, income  flowing  through 
dividends  of  foreign  corporations  to  citizens  of  Massachusetts,  and 
do  not  tax  it  to  Massachusetts  citizens  owning  shares  in  a  domestic 
corporation.  That  is  a  fair  and  equitable  offset  by  allowing  that 
dividend  credit  to  a  corporation  which  is  not  entered  to  do  busi- 
ness even  in  Massachusetts  or,  if  it  is  entered,  may  be  doing  a 
small  amount  of  business.  Now,  I  cannot  for  the  life  of  me  see 
how  any  one  can  conceive  that  it  is  even  fair — speaking  now  of 
taxpayers  generally — to  allow  a  tax  paid  on  one  thing  as  an  offset 
against  a  tax  paid  on  something  else. 

I  am  in  complete  accord  with  Doctor  Simpson  that  the  only 
argument  for  it  in  the  world  is  a  political  argument  in  the  thought 
that  you  may  get  something  of  that  kind  on  your  books,  and 
assuming  you  got  your  foot  in  the  door,  that  after  you  get  the 
door  opened,  or  get  inside,  then  you  can  kick  out  this  thing  which 
allowed  you  to  get  in.  It  surely  cannot  be  of  any  use  at  all  as  a 
continuation  or  practice,  and  I  think  Doctor  Simpson  by  his  chart 
has  completely  exploded  any  possible  logic  that  can  be  advanced  in 
favor  of  any  such  offset. 

Jens  P.  Jensen  (Kansas)  :  When  we  first  began  to  talk  about 
offset  of  the  property  tax  against  income  taxes,  I  had  in  my  mind 
the  offsets  of  personal  property  taxes,  because  that  was  what  we 
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had  in  Wisconsin.  I  cast  about  trying  to  see  if  I  could  find  some 
sort  of  a  practical  excuse  for  that,  and  I  thought  I  found  it  in 
this  case:  That  if  we  were  to  impose  an  excise  tax  or  income  tax 
on  corporations  in  general,  including  banks,  then  we  might  have  a 
way  of  making  a  somewhat  heavier  tax  on  banks— I  am  assuming 
now  that  everybody  here,  or  at  least  many  people  here,  know  it  is 
difficult  to  get  banks  to  pay  what  they  ought  to  pay — we  might  be 
able  to  extract  more  from  the  banks  than  we  now  in  some  states 
are  able  to  do,  for  the  simple  reason  that  the  banks  do  not  have 
any  personal  property  taxes  to  pay,  and  therefore  would  not  enjoy 
any  offset,  whereas  other  corporations  generally  would.  Xow,  that 
may  be  a  fantastic  thing,  but  it  got  into  print  at  one  time,  although 
I  don't  think  anybody  ever  saw  it.  which  is  perhaps  just  as  well. 

I  think  the  whole  situation  in  connection  with  offsets  rests  upon 
a  fundamental  misconception  of  what  these  two  taxes  are.  A  prop- 
erty tax,  certainly  on  real  estate,  is  a  very  different  thing  from  an 
income  tax,  notwithstanding  the  fact  that  some  courts  have,  in  some 
states  at  least,  held  that  an  income  tax  is  a  property  tax.  I  think 
from  an  economic  point  of  view  that  is  perfectly  absurd.  It  seems 
to  me  that  a  property  tax  is  nothing  quite  as  much  or  at  least  it  is 
not  analogous  to  anything  so  much  as  it  is  to  a  permanent  charge 
made  by  the  government  upon  property  owners  for  the  continued 
use  of  that  property.  You  cannot  justify  the  property  tax  on  the 
ground  that  it  has  any  reference  to  a  person's  ability  to  pay.  It 
does  not;  at  least  not  when  it  is  a  tax  on  the  thing  itself.  A  real 
estate  man  may  have  a  very  small  equity  in  a  very  large  piece  ot 
real  estate,  yet  the  tax  he  has  to  pay  there  is  not  affected  by  that. 
it  bears  no  relation  to  his  ability  to  pay  whatsoever.  I  don't  think 
anybody  will  seriously  question  that  proposition.  Does  it  have  any 
relation  to  people's  benefit  from  government?  It  might  in  this 
narrow  sense  or  artificial  sense,  that  the  property  owner  as  such 
enjoys  the  benefit  of  the  protection  of  property  by  the  government, 
but,  after  all,  the  protection  which  the  government  gives  to  his 
property  is  a  very  uncertain  quantity,  and  I  think  that  it  is  not 
possible  to  justify  the  property  tax  on  the  basis  of  the  benefit  which 
he  gets.  I  do  not  think  the  property  tax  is  quite  so  much  any- 
thing as  it  is  a  regular  charge  which  the  government  exacts  for  the 
continued  use  of  that  property.  Well,  if  that  is  so — and  I  do  not 
want  to  press  it  too  far,  but  this  is  some  raw  material  that  comes 
now  to  my  mind — if  there  is  anything  to  that,  then  it  is  just  as 
absurd  to  try  to  make  offsets  of  property  taxes  against  income 
taxes,  as  it  would  be  to  make  offsets  in  a  person's  income  tax  for 
the  interest  which  he  has  to  pay  on  indebtedness  on  the  property. 
I  did  not  quite  understand  that  the  thing  would  be  absurd  in  itself 
as  a  tax  matter  until  I  saw  these  charts,  although  I  had  a  feeling 
that  it  would  be.     But,  it  seems  to  me  that  it  cannot  be  justified 
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on  any  ground,  and  probably  is,  as  I  have  said,  a  charge  for  its 
use.  It  hasn't  any  other  explanation,  so  far  as  I  can  see;  but  an 
income  tax  can  be  levied  on  the  basis  of  people's  ability  to  pay,  or 
on  some  other  similar  theoretical  justification.  By  attempting  to 
combine  these  two  very  different  taxes,  it  seems  to  me  you  cannot 
reach  anything  short  of  absurdity.  I  don't  know  whether  that 
means  anything  or  not. 

Henry  M.  Powell  (New  York)  :  I  was  not  fortunate  enough 
to  have  heard  the  beginning  of  Doctor  Simpson's  talk,  but,  as  I 
understand  it,  he  gave  a  distinct  proposition  for  debate.  He  ap- 
plied the  facts  from  his  observation  as  to  certain  corporations  and 
individuals  in  the  State  of  Wisconsin,  and  how  a  deduction  of 
property  tax  would  apply  to  the  particular  facts  that  he  had  before 
him.  Now,  all  states  have  property  taxes  and  some  states  have 
both  property  taxes  and  income  taxes.  Whether  a  state  should 
have  both  property  taxes  and  income  taxes  depends  upon  the  de- 
velopment of  commerce  and  business  in  that  particular  state. 
Property  taxes  and  income  taxes  are  two  distinct  and  different 
systems  of  taxation ;  that  is,  they  depend  on  different  systems.  The 
property  tax  system  depends  on  the  theory  that  property  needs  pro- 
tection— fire,  police,  etc. ;  and  that  comes  under  one  general  theory. 
It  is  a  simple  system  of  taxation  and  in  our  earlier  history  it  was 
our  only  system  of  taxation.  Income  taxation  comes  with  a  higher 
development  of  business,  and  depends  on  the  theory  of  ability  to 
pay.  So,  they  are  dependent  on  two  entirely  different  theories. 
Now,  whether  property  taxes  shall  be  deducted  from  the  income 
tax  where  they  have  the  two  systems  together  in  any  one  state  is 
doubtful.  It  is  an  anomalous  hybrid  kind  of  system,  and  probably 
such  system,  where  it  exists,  is  due  to  political  conditions,  as  Doctor 
Haig  very  appropriately  pointed  out.  In  my  own  experience  in 
preparing  tax  reports  for  my  clients  in  the  State  of  California,  I 
cannot  find  that  the  offset  of  the  property  tax  amounts  to  anything 
that  is  really  practical,  or  is  of  great  value,  either  to  the  corpora- 
tion or  to  the  state;  and  I  should  say,  on  general  principles,  that 
the  deduction  of  property  taxes  from  income  taxes  creates  a  system 
that  is  confusing  and  anomalous  and  that  should  not  be  permitted. 

Charles  W.  Gerstenberg  (New  York)  :  While  I  have  never 
heard  of  damning  a  paper  with  faint  criticism,  there  has  been 
nothing  said  about  Mr.  Miller's  paper,  so  I  would  like  to  make  a 
suggestion  about  it.  I  think  this  second  paper  can  well  rest  until 
we  get  it  in  the  proceedings,  and  we  will  digest  it  there,  but  Mr. 
Miller's  paper  on  the  decisions  of  the  last  year,  and  especially  the 
thing  which  I  think  is  rather  new,  that  he  gave  us  this  year,  and 
that  is  the  cases  that  are  pending  before  the  Supreme  Court,  have 
importance  for  us  in  the  next  few  months.  After  those  cases  are 
10 
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decided  we  will  learn  all  about  them  in  the  law  reviews  and  hear 
of  them  in  various  ways.  I  think  we  would  all  like  to  know  about 
them  immediately,  so  I  would  like  to  suggest  to  the  powers  that  be 
that  they  consider  the  question,  Mr.  Chairman,  of  printing  Air. 
Miller's  paper  in  The  Bulletin,  or  perhaps  a  digest  of  it  would  be 
sufficient. 

W.  K.  Montague  (Minnesota):  There  is  one  point  in  connec- 
tion with  Professor  Simpson's  paper  that  has  not  been  stressed 
except  incidentally.  We  in  Minnesota  a  year  ago  were  trying  to 
work  out  an  income  tax  law  and  found  a  great  deal  of  difficulty 
in  trying  to  draw  a  law  which  would  produce  income  and  would 
not  have  the  tendency  to  drive  manufacturing  industries  from  the 
state.  I  think  the  members  of  the  legislature  were  very  much 
alarmed  over  that  possibility.  We  attempted  to  take  care  of  it  in 
our  proposed  bill  which,  by  the  way,  did  not  pass,  by  juggling  the 
allocation  formula  so  as  to  give  much  greater  weight  to  sales  than 
to  the  manufacturing  trusts,  in  allocating  income  to  the  state.  We 
thought  we  were  safe  in  that,  but  the  decision  of  the  United  States 
Supreme  Court  in  the  Hans  Rees'  Sons,  Inc.  v.  Maxwell  case  just 
knocks  our  formula  into  a  cocked  hat.  as  I  read  the  decision,  be- 
cause any  taxpayer  who  could  show  that  the  allocation  based  on 
sales  did  not  give  sufficient  weight  to  the  manufacturing  part  of 
his  business  conducted  outside  of  the  state  could  evade  our  formula. 
It  occurred  to  me  that  possibly  this  property  tax  offset  in  a  modi- 
fied form  might  help  in  meeting  that  objection  to  an  income  tax. 
Generally  when  you  speak  of  the  offset  you  speak  of  it  as  meaning 
an  offset  of  all  property  tax  or  at  least  as  an  offset  of  all  real 
property  tax.  I  do  not  believe  any  one  has  tried  out  or  thoroughly 
studied  the  question  of  limiting  it  to  the  right  to  offset  the  tax 
paid  on  property  used  in  manufacturing  within  the  state.  I  have 
not  figured  out  myself  whether  that  would  work,  but  it  seems  to 
me  it  is  worthy  of  consideration  and  study,  as  to  whether  to  that 
limited  extent  the  property  tax  offset  against  an  income  tax  might 
help  to  meet  a  very  serious  objection  to  the  income  tax. 

L.  D.  Thompson  (Missouri)  :  In  Missouri  we  think  we  have  the 
best  income  tax  law  of  any  state  in  the  Union,  of  course,  and  it 
happens  that  I  am  here  representing  the  state  government  of  Mis- 
souri. Xow,  we  have  a  fine  bunch  of  tax  men  here  but  they  are 
not  here  representing  a  state.  We  were  at  Kansas  City  last  year 
and  heard  Doctor  Simpson  on  this  same  subject.  We  decided  then, 
and  are  still  of  the  same  opinion,  that  we  do  not  want  the  property 
offset  in  Missouri,  principally,  I  think,  because  I  believe  we  have 
the  cheapest  state  property  tax  levied  for  state  revenue  of  any 
state  in  the  Union,  which  was  five  cents  on  one  hundred  dollars 
of  valuation   until   recentlv.     We   have   had   a   verv   low   rate   for 
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state  income  tax,  of  one  per  cent.  We  do  not  think  that  we  want 
the  property  offset  at  all  in  Missouri.  In  states  where  you  have  a 
high  rate  for  state  property  tax,  and  other  high  rates,  it  migh; 
work  out.     We  don't  want  it  in  Missouri. 

S.  E.  Leland  (Illinois)  :  I  am  glad  to  learn  from  the  gentleman 
from  Missouri  that  they  don't  want  it  in  that  state.  As  a  matter 
of  fact,  they  once  had  it,  and  after  a  year's  operation,  in  limited 
form,  they  repealed  it.  That  has  been  the  experience  of  practi- 
cally every  state  that  now  has  it,  although  you  find  in  a  few  cases 
there  are  remnants  of  the  offset  remaining.  If  I  am  not  altogether 
misinformed,  they  have  a  phase  of  it  in  Wisconsin  where  the  tax 
on  grain  can  be  used  as  an  offset  against  the  income  tax.  That  is 
just  as  sound  theoretically  as  the  offset  of  the  cosmetics  tax  against 
the  tobacco  tax,  which  Doctor  Simpson  referred  to.  I  want  also 
to  call  your  attention  to  the  fact  that  they  have  the  offset  in  Utah 
now,  in  its  new  income  tax  law,  and  not  only  do  they  get  an  offset 
of  tax  against  tax,  but  in  the  first  instance  there  is  the  demand 
that  the  tax  shall  be  a  deduction  from  gross  income  in  arriving  at 
net  income,  and  that  then  after  you  have  determined  the  taxpayer's 
capacity  to  pay,  as  measured  by  his  net  income,  you  then  allow, 
for  reasons  which  should  not  be  publicly  discussed  probably,  as  we 
have  heard  before,  a  further  credit  of  tax  against  tax. 

Xow,  one  of  the  gentlemen  who  preceded  me  suggested  that  in- 
stead of  having  offsets  we  have  tinctures  of  offsets,  on  the  theory 
that  if  the  whole  is  bad.  a  little  bit  of  it  is  beneficial.  I  think  it  is 
quite  serious,  and  the  wisdom  of  offsets  is  questionable.  You  get 
it  in  very  invidious  forms — the  suggestion  as  to  manufacture;  but 
then  there  is  this  great  class  of  home  owners  who  are  clamoring 
for  offsets  which  won't  benefit  by  them.  You  find  for  one  reason 
or  another  the  desire  to  stimulate  home  ownership,  and  therefore 
ought  to  have,  in  the  first  place,  an  offset  given  for  that  propor- 
tion of  the  income  which  comes  from  property,  and,  in  the  second 
place,  they  want  an  offset  of  the  amount  paid  in  taxes  on  the  home. 
Now,  if  an  income  tax  has  validity  at  all,  it  is  valid  on  its  own 
feet  without  any  reference  to  a  property  tax.  If  the  property  tax 
is  valid,  it  is  valid  for  reasons  not  connected  with  the  income  tax. 
I  think  the  paper  that  Doctor  Simpson  has  read  is  one  of  the  ablest 
contributions  that  has  been  made  in  the  history  of  the  National 
Tax  Association.  I  think  it  is  one  of  the  best  things  that  has  beer 
done  in  the  field  of  tax  research;  and  if  he  has  not  sounded  the 
death  knell  of  the  property  tax  offset,  it  is  simply  because  you 
neither  want  to  be  governed  by  facts  nor  the  soundness  of  the  best 
theory  that  is  available. 

Charles  D.  Rosa  (Wisconsin)  :  I  do  not  want  to  take  any  time 
if  anybody  else  has  anything  to   say   about  this  question,   but   I 
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thought  perhaps  the  people  present  would  like  to  get  my  idea  of 
the  offset,  since  I  have  been  on  the  battle  ground  of  the  offset  for 
ten  years  past.  This  subject  is  just  as  complicated  as  it  looks. 
There  isn't  any  question  about  that.  I  probably  did  as  much  as 
any  one  man  in  Wisconsin  to  help  kill  our  old  personal  property 
offset.  I  did  not  believe  in  it  as  it  existed.  I  do  believe  in  a 
modified  property  tax  offset,  and  I  want  to  tell  you  the  reason  why. 
Income  comes  or  falls  largely  in  five  classes.  First  you  have  in- 
come from  intangibles,  where  you  have  property  rights  but  no 
wealth ;  second,  you  have  income  from  personal  services ;  third, 
you  have  income  from  rents;  fourth,  you  have  income  from  the 
sale  of  capital  assets;  and  fifth,  income  from  business,  which  is  a 
combination  of  brains  and  property  producing  income.  Now,  what- 
ever else  you  may  think  about  the  income  tax  and  about  its  being 
a  correct  measure  of  ability  to  pay,  I  believe  that  we  have  a  long, 
long  way  to  go  before  it  is  such  accurate  measure  of  ability  to  pay. 
I  will  not  go  into  that  subject.  I  am  one  of  the  people  in  Wis- 
consin who  have  loudly  and  often  for  ten  years  said  that  our  in- 
come tax  upon  the  owner  of  intangibles  is  grossly  inadequate. 
How,  then,  are  you  going  to  make  up  the  tax  that  he  ought  to  pay 
after  you  have,  as  we  have,  exempted  his  intangible  property  from 
the  property  tax?  There  is  only  one  way  to  do  it  in  my  judgment, 
and  that  is  to  classify  your  income  from  its  sources  into  those  five 
classes,  and  then  apply  different  rates  to  the  different  sources  of 
income,  as  occasion  demands,  and  when  you  do  that,  and  work  it 
out  thoroughly,  through  a  long  period  of  years  in  a  state,  you  will 
then  approach  a  tax  which  will  truly  measure  ability  to  pay. 

There  isn't  any  question  about  Doctor  Simpson's  analysis  of  this 
situation.  If  you  are  going  to  determine  whether  the  fellow  who 
gets  the  largest  net  income  is  to  pay  a  larger  tax  than  the  fellow 
who  does  not,  then  his  analysis  of  the  situation  is  unanswerable; 
but  that  is  not  the  only  proposition  involved.  Let  me  take  up  the 
question  for  just  a  minute — I  won't  bother  you  very  long — of  this 
income  which  is  derived  from  a  combination  of  managing  genius 
and  property.  If  you  just  assume  that  I  have  the  managing  ability, 
and  no  property,  and  that  I  go  into  the  market  and  have  the  credit 
backing  to  obtain  a  hundred  thousand  or  five  hundred  thousand 
dollar  plant,  then  I  have  to  pay  ascertain  rate  of  interest  in  order 
to  get  that  property ;  now  let  us  assume  that  it  is  a  ten  per  cent 
rate  that  I  have  to  pay.  In  the  accumulation  or  creation  of  the 
income  which  I  make  and  upon  which  I  am  to  be  taxed,  that  in- 
come is  a  combination  of  my  business  ability  or  genius,  or  what- 
ever you  might  call  it,  coupled  with  the  property  which  must  go 
along  with  it  if  I  earn  the  income.  Now,  if  you  just  allow  that 
property  that  goes  into  this  combination  to  have  the  return  that  it 
gets  in  the  open  market,  ten  per  cent,  before  you  tax  the  income 
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again,  then  you  have  a  proposition  that  approaches  equity  in  this 
complicated  question  of  imposing  taxes  upon  the  citizens  of  the 
state.  And,  I  would  do  it  this  way:  I  would  simply  say  in  this 
proposition  that  I  have  suggested,  that  until  the  income  that  I  earn 
exceeds  ten  per  cent  upon  the  capital  which  I  must  use  to  earn  it, 
that  income  shall  not  be  subject  to  taxation;  or,  to  put  it  another 
way,  if  I  earn  fifty  thousand  dollars,  then  you  deduct  from  fifty 
thousand  dollars  ten  per  cent  on  the  capital  that  helped  create  the 
income.  Now,  I  feel  that  that  is  a  concession  that  is  eminently 
fair  and  should  be  made  to  the  people  who  pay  a  property  tax, 
before  they  pay  the  income  tax  in  supporting  their  government,  in 
competition  with  those  individuals  who  through  personal  service  or 
through  any  other  of  the  avenues  which  I  have  suggested  earn  an 
income.  I  hope  I  make  myself  clear.  I  am  for  a  property  offset 
of  a  percentage  which  will  about  measure  the  rate  that  property 
will  command  in  the  market;  and  that  applies  only  to  property  that 
enters  into  the  production  of  income,  and  only  to  the  extent  that 
it  does  enter  into  the  production  of  income,  and  then  not  to  exceed 
ten  per  cent — maybe  eight,  maybe  six,  or  something  of  that  kind — 
on  the  capital  used  in  the  business,  deducted  from  the  income  be- 
fore it  is  taxed.  Let  me  say  again,  if  you  are  going  to  make  an 
income  tax  as  equitable  a  tax  as  even  the  property  tax,  you  must 
make  some  separation  of  income  depending  upon  the  source  from 
which  it  is  derived,  and  treat  it  according  to  the  facts  in  the  case, 
otherwise  you  are  going  to  build  up  a  system  of  taxation  which  in 
the  end  may  be  more  inequitable  than  the  old  property  tax  from 
which  we  are  trying  to  get  away. 

Rolland  A.  Vandegrift  (California)  :  Mr.  Chairman,  there  is 
one  phase  of  the  offset  question  that  has  not  been  mentioned,  that 
I  would  like  to  bring  out  in  connection  with  this  baby  that  Doctor 
Haig  rocked  in  the  cradle  in  California,  and  that  is  from  the  stand- 
point of  the  public  official  administering  this  tax.  In  California 
the  state  income  tax  or  franchise  tax  on  corporations  is  levied 
solely  for  state  purposes,  while  local  taxes  on  property,  both  real 
and  personal,  are  levied  for  local  purposes,  and  such  taxes  have 
no  general  scheme  of  equalization.  They  are  levied  on  different 
ratios  of  assessed  value;  they  have  several  thousand  different  tax 
rates;  and  you  therefore  deduct  an  inequitable  levy  or  burden 
against  real  or  personal  property  from  a  state  tax  which  is  used 
solely  for  state  purposes.  The  state  official  in  checking  up  on  these 
many  thousands  of  corporations  goes  out  to  audit  and  to  see  if 
these  deductions  are  properly  taken  or  otherwise.  .  We  might  take 
the  example  of  some  corporation  that  does  business  in  a  good  many 
jurisdictions  in  the  state,  and  that  probably  will  explain  one  reason 
why  we  have  in  the  franchise  tax  office  in  the  State  of  California 
so  many  auditors  and  accountants ;  and  that  is  the  difficulty  com- 
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plicating  the  administration  of  an  otherwise  simple  tax.  Just  a 
little  while  ago,  after  having  a  new  franchise  tax  commissioner 
appointed  in  California,  we  asked  him  if  he  would  work  out  that 
side  of  the  question.  We  hope  next  year  to  be  able  to  tell  you  how 
much  the  administration  of  this  particular  type  of  tax  in  California 
has  been  complicated  by  this  peculiar  type  of  percentage  offsets  for 
personal  and  for  real  property  taxes.  We  hope  we  can  have  the 
answer  for  you  next  year.  We  did  nothing  in  changing  the  law 
at  the  last  session  of  the  legislature,  believing  that  during  the  time 
of  financial  depression  it  was  not  wise  to  stir  up  too  much  oppo- 
sition. 

Harley  L.  Lutz  (New  Jersey)  :  I  suggest,  as  a  sort  of  bene- 
diction to  this  discussion,  that  the  chairman  read  to  the  conference 
the  report  of  the  committee  of  the  National  Tax  Association  on  a 
Model  Plan  of  State  and  Local  Taxation.  Apparently  a  good 
many  of  the  members  have  not  read  that  report  recently,  or  have 
forgotten  the  principles  laid  down. 

Edward  P.  Doyle  (New  York)  :  The  gentleman  from  Wis- 
consin a  moment  ago  spoke  of  something  that  I  have  heard  dis- 
cussed for  twenty  years  and  have  never  understood  what  was 
meant  by  it.  He  spoke  about  taxing  intangibles.  I  never  realh 
understood  what  intangibles  were  until  about  three  weeks  ago. 
The  Farmers  Loan  &  Trust  Company  was  shifting  its  vaults,  and 
asked  me  to  come  and  get  my  intangibles  and  transfer  them  to  the 
new  place  at  42nd  Street  and  Madison  Avenue;  and  then  I  real- 
ized that  they  not  only  were  intangibles  but  that  they  were  evan- 
escent, and  that  the  only  designation  that  properly  described  them 
was  Shakespeare's  Cloud-capped  Palaces  and  they  had  "  disap- 
peared like  the  shadow  of  a  dream."  Now,  how  you  are  going  to 
tax  them  I  don't  know. 

Charles  D.  Rosa:  I  just  want  to  rise  and  say  that  the  gentle- 
man forgets  that  taxes  are  levied  upon  individuals,  and  not  upon 
property  or  income  or  any  other  inanimate  object;  that  individ- 
uals pay  taxes,  not  income,  not  property  certainly;  and  if  he  just 
keeps  that  in  mind  the  discussion  will  be  somewhat  simplified. 

(Motion  to  adjourn  duly  made  and  seconded.) 

Chairman  Whitney:  It  is  moved  and  seconded  that  we  ad- 
journ.    Unless  I  hear  some  opposition,  we  are  adjourned. 

i  Adjournment  to  Wednesday,  October  14,  at  9 :  30  A.  M.) 
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Wednesday,  October  14,  1931,  9:30  A.  M. 

Chairman  Smith  :  The  conference  will  please  come  to  order. 
Before  we  start  on  the  morning's  program  the  secretary  desires  to 
make  an  announcement. 

Secretary  Query  :  I  want  to  call  your  attention  to  the  failure 
of  so  many  of  the  state  delegations  to  select  a  member  of  the  reso- 
lutions committee.  It  will  be  impossible  for  the  committee  to 
function  unless  the  state  delegations  make  appointments,  and,  act- 
ing for  the  resolutions  committee,  I  insist  that  the  delegations  from 
the  various  states  either  at  this  morning's  session  or  immediately 
after  select  a  member  of  the  resolutions  committee.  The  Pathe 
News  reel  is  supposed  to  be  taken  this  morning  at  eleven  o'clock. 
If  for  any  reason  the  hour  is  changed,  it  will  be  announced  later 
during  this  morning's  session. 

(Announcement  respecting  validation  of  tickets,  as  to  the  ap- 
pearance of  the  Big  Bethel  Choir,  and  as  to  the  golf  tournament.) 

Chairman  Smith  :  At  the  present  time  there  is  no  mistaking 
the  public  demand  for  reduced  expenditures.  The  interesting  sub- 
ject "  Control  of  Public  Expenditures  "  will  occupy  this  morning's 
session,  and  it  affords  me  great  pleasure  to  ask  Mr.  E.  B.  Morgan, 
Chairman  of  the  Colorado  State  Tax  Commission,  to  preside  at 
this  session.     Will  Mr.  Morgan  please  take  the  chair. 

E.  B.  Morgan,  presiding. 

Chairman  Morgan  :  Mr.  President,  I  thank  you  for  the  privi- 
lege and  honor  of  presiding  at  this  session,  which  is  devoted  to 
the  discussion  of  what  I  think  is  probably  the  most  important  sub- 
ject that  we  have  to  deal  with  just  at  the  present  moment.  During 
the  first  session,  on  Monday  night,  one  of  the  lady  delegates  said 
to  me,  referring  to  the  device  on  the  rostrum,  why  is  it  that  you 
tax  people  have  a  cash  register  at  your  speaker's  table?  I  had  not 
noticed  the  resemblance  then,  but  I  said  it  was  probably  a  symbol 
of  the  fact  that  we  are  the  people  who  take  in  the  money,  and  that 
we  are  supposed  to  ring  it  up  and  register  it  as  we  take  it  in. 

It  seems  to  me  a  most  healthy  sign  of  the  times  this  year  that 
this  conference  has  taken  up  the  question  of  expenditures.  To  be 
sure,  we  tax  administrators  always  tell  the  people  that  they  are  at 
fault,  that  it  is  the  taxpavers  who  tax  themselves,  that  all  we  do 
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is  just  administer  the  tax  laws.  But,  we  have  striven  for  a  great 
many  years  to  make  people  tax-conscious,  and  now  there  seems  to 
be  a  movement  that  is  sweeping  over  the  country.  I  have  noticed 
it  wherever  I  have  been ;  to  make  people  expenditure  conscious, 
and  we  are  in  this  year  of  depression,  1931,  thinking  more  and 
more  of  that  matter.  And  while  it  is  true  that  we  can  always  pass 
the  buck  and  tell  the  complaining  taxpayer  that  it  is  his  fault,  that 
he  voted  for  this  thing  and  voted  for  that  thing,  and  that  when 
the  bill  is  presented  he  has  to  pay  for  it,  it  seems  that  an  organiza- 
tion of  this  kind  can  do  its  bit  to  save  the  taxpayer  from  himself. 

As  one  man  expressed  it  at  a  meeting  of  our  state  board  of 
equalization  which  I  attended,  just  an  hour  before  I  left  to  come 
down  here,  you  cannot  go  out  the  night  before  and  carouse  around, 
indulge  in  all  the  pleasures  that  cost  a  lot  of  money,  drink  a  lot 
of  highballs,  etc.,  and  expect  to  feel  good  the  next  morning.  Now. 
he  said,  "  We  have  been  doing  that  and  we  don't  feel  good,  and 
now  we  have  got  to  get  over  it."  There  isn't  any  question  at  all 
but  what  this  situation  has  been  brought  about  by  the  so-cailed 
depression,  and  there  isn't  any  question  at  all  but  what  that  so- 
called  depression  is  rampant  in  all  parts  of  the  land.  To  para- 
phrase the  song  which  is  so  popular,  "  Old  Man  Depression  don't 
say  nothing;  he  just  goes  rolling  along."  And  while  we  don't  like 
to  advertise  the  fact  that  we  are  in  a  depression,  it  is  so  general 
that  we  all  admit  it. 

I  remember  the  story  of  two  Swedes  standing  on  a  pier  when 
one  of  them  fell  into  the  ocean,  and  immediately  began  crying, 
"  Help  me,  help  me,  I  cannot  swim."  The  other  Swede  looked 
down  at  him  for  a  minute  and  he  says,  "  Well,  neither  can  I,  but 
I  don't  go  around  bragging  about  it."  We  are  not  bragging  about 
our  depression,  but  it  is  here,  and  I  am  very  glad  that  we  are 
doing  our  bit  to  call  people's  attention  to  the  fact  that  possibly 
one  of  the  things  which  has  caused  some  of  this  depression  is  the 
over-expenditure  of  taxes. 

It  is  my  pleasure  to  introduce  as  the  first  speaker  on  the  general 
program  of  Expenditure  Control  Professor  Harley  L.  Lutz,  of 
Princeton  University,  and  a  former  president  of  the  National  Tax 
Association — Professor  Lutz. 

Harley  L.  Lutz  (New  Jersey):  Mr.  Chairman,  Ladies  and 
Gentlemen:  I  suppose  the  wits  of  the  conference  could  bring  many 
versions  of  the  allusion  made  by  the  lady  to  this  object  as  a  cash 
register.  I  think  perhaps  Mr.  Morgan  might  have  amplified  his 
reply  by  saying  that  the  cash  register  is  a  symbol  of  this  part  of 
the  program,  in  which  we  are  going  to  put  the  public  business  on 
a  cash-and-carry  basis  instead  of  a  long-term  inflated-credit  basis. 
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THE  CONTROL  OF  PUBLIC  EXPENDITURES 

HARLEY    L.    LUTZ 
Professor  of  Public  Finance,  Princeton  University 

The  prominence  given  to  the  subject  of  public  expenditures  on 
this  program  of  the  National  Tax  Conference  cannot  be  said  to 
mark  a  wholly  new  departure  for  these  conferences  or  for  the 
organization  which  sponsors  them.  Problems  in  this  category 
have  received  consideration  on  numerous  occasions,  as  the  refer- 
ences to  expenditure  topics  in  the  Blakey  digest  indicate.  The 
present  program  is  perhaps  distinctive  only  by  reason  of  the  pro- 
portionate attention  to  be  allotted. 

The  National  Tax  Association  has  never  entirely  overlooked  or 
disregarded  the  taxpayer.  An  examination  of  the  membership  lists 
will  reveal  a  considerable  number  who  must  be  classed  as  tax- 
payers or  as  the  legal  representatives  of  taxpayers.  This  group 
has  participated  in  the  deliberations  of  the  conferences  and  has 
had  a  share  in  the  formulation  of  policies,  although  the  taxpayer 
members  of  the  National  Tax  Association  have  never  undertaken 
to  act  as  a  group  or  bloc.  All  members,  whatever  may  be  their 
approach  and  viewpoint,  have  cooperated  in  the  development  of 
policies  and  the  realization  of  the  purposes  of  the  association. 

At  this  time  we  are  favored  with  an  unusual  attendance  of  mem- 
bers and  officials  of  taxpayers'  organizations,  and  space  has  de- 
liberately been  provided  on  the  program  for  an  exceptionally  com- 
plete expression  of  their  particular  views  and  interests.  While 
there  may  be,  in  the  minds  of  some,  an  impression  that  the  aims 
and  purposes  of  the  National  Tax  Association  are  in  conflict  with 
those  of  the  taxpayers'  organizations,  I  can  assure  such  persons 
that  such  is  not  the  case.  In  particular  can  I  assure  them  that 
the  primary  interest  of  this  organization  is  not  in  the  direction  of 
heavier  taxation.  Let  the  constituency  of  the  National  Tax  Asso- 
ciation be  examined  for  the  purpose  of  discovering  the  groups  that 
are  supposed  to  be  determined  upon  heavier  taxation.  Is  it  the 
small  academic  group  ?  These  members  have  taken  the  lead,  in 
their  text-books  and  elsewhere,  in  emphasizing  the  significance  of 
expenditure  trends.  Is  it  the  group  of  tax  commissioners  and 
assessors?  It  would  be  difficult  indeed  to  find  one  of  these  officials 
who  preferred  to  assess  and  collect  heavy  rather  than  moderate 
taxes.  They  are  obliged,  often,  both  by  the  statutes  creating  their 
office  and  by  the  demands  of  their  governmental  machine,  to  recom- 
mend new  taxes  or  to  suggest  increased  tax  rates.  But  this  neces- 
sity arises  from  increased  expenditures,  for  which  the  tax  com- 
missioners and  assessors  are  not  responsible.  The  third  principal 
group  in  the  association's  membership  is  the  taxpayer  group,  and 
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these  members  may  safely  be  absolved  from  any  undue  influence 
on  the  side  of  heavier  taxes. 

It  can  be  said  with  propriety,  however,  that  the  National  Tax 
Association  has  been  primarily  concerned  with  finding  equitable 
solutions  for  the  problems  confronting  its  most  important  group  of 
members,  namely  the  tax  administrators.  It  was  formed  largely 
for  that  purpose ;  it  has  endured  and  succeeded  chiefly  for  the 
reason  that  the  tax  administrators  have  obtained  enough  advantage 
from  this  annual  pooling  of  ideas  and  experiences  to  bring  them 
back  to  the  conferences  year  after  year.  Without  the  interest  and 
support  of  these  able  and  influential  members,  the  National  Tax 
Association  would  come  to  a  sudden  and  inglorious  end. 

It  is  entirely  proper,  therefore,  that  the  National  Tax  Associa- 
tion should  have  devoted  the  bulk  of  its  attention  to  the  problems 
of  the  tax  administrator,  who  is  confronted  with  the  dilemma  of 
supplying  the  spending  agencies  of  government  with  more  revenue, 
while  at  the  same  time  retaining,  in  the  tax  system,  the  elements 
of  equity  and  reasonableness  of  tax  burdens.  The  taxpayers  of  the 
country  owe  a  substantial  debt  of  gratitude  to  these  men  who  have 
struggled  to  preserve  equity  in  taxation.  Without  the  aid  and 
guidance  that  have  resulted  from  these  conferences,  American  tax 
systems  would  be  far  more  "  freakish  "  and  inequitable  than  in 
fact  they  are.  No  one  can  successfully  impugn  the  record  and  the 
results  of  the  National  Tax  Association  in  this  respect.  Its  recom- 
mendations have  consistently  been  on  the  side  of  better  and  more 
equitable  taxation. 

It  has  seemed  necessary  to  say  these  things,  at  the  outset  of  my 
remarks,  in  order  to  clear  up  any  misapprehension  that  may  exist 
here  or  elsewhere  regarding  the  aims  and  purposes  of  the  National 
Tax  Association.  There  is,  in  some  quarters,  a  belief  that  this 
association  is  not  interested  in  lower  taxes,  and  that  its  members 
find  their  chief  delight  in  plotting  new  and  increased  exactions. 
Such  notions  are  wholly  without  foundation.  The  tax  commis- 
sioners would  reduce  taxes  if  they  could.  They  would  be  among 
the  first  to  welcome  any  individual  or  any  organization  that  would 
undertake  to  make  their  own  task  easier  and  more  popular  by 
bringing  about  reductions  in  the  amount  of  taxes  to  be  raised.  If 
associations  of  taxpayers  can  accomplish  this  result,  their  efforts 
will  be  a  most  valuable  and  welcome  complement  to  the  work  of 
the  National  Tax  Association  and  of  its  members  who  are  tax 
officials. 

So  much  by  way  of  introduction  ;  for  the  purpose  of  providing 
in  the  record  an  explanation  to  any  who  may  believe  that  this 
association  is  chiefly  interested  in,  or  is  primarily  responsible  for, 
heavier  taxation.  I  pass  now  to  my  main  theme,  which  is  a  state- 
ment of  the  fundamentals  involved  in  the  problem  of  expenditure 
control. 
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The  great  problem  of  governmental  cost  involves  two  quite  sep- 
arate constituent  problems.  One  is  the  determination  of  that  cost, 
which  is,  of  course,  the  problem  of  expenditures.  The  other  is 
the  equitable  distribution  of  that  cost  among  all  who  should  con- 
tribute toward  it.  Assuming  that  the  first  of  these  constituent 
problems  could  be  satisfactorily  solved  by  setting  up  an  adequate 
and  workable  scheme  of  controlling  governmental  costs,  the  second, 
namely  the  equitable  distribution  of  tax  burdens,  would  still  require 
attention.  Nothing  that  can  be  done  in  the  control  or  reduction 
of  governmental  costs  will  remove  the  obligation  to  strive  for  an 
equitable  distribution  of  such  taxes  as  must  be  paid.  The  National 
Tax  Association's  emphasis  on  tax  reform  and  tax  revision,  on 
model  plans  and  model  tax  laws,  its  efforts  toward  uniformity,  the 
elimination  of  interstate  conflicts  and  the  improvement  of  tax  ad- 
ministration, will  be  as  important  and  as  necessary  as  ever.  These 
matters  must  be  dealt  with  as  long  as  taxes  are  paid. 

We  may  grant  without  debate  that  the  problem  of  controlling 
public  expenditures  is  the  primary  element  in  the  larger  problems 
of  governmental  costs  and  their  burden.  The  expenditure  side  of 
the  budget  determines  the  weight  and  burden  of  taxation.  The 
reduction  of  taxes  can  only  be  accomplished  by  a  control  and 
reduction  of  expenditures.  An  increase  of  national  wealth  and 
income  might  occur  at  a  rate  sufficiently  rapid  to  produce  a  rela- 
tive lessening  of  tax  burdens  without  any  attempt  at  expenditure 
control.  Our  national  history  provides  instances  of  this  happy 
relationship;  God  willing,  such  periods  of  abundance  may  come 
again.  But  the  best  guesses  which  our  most  scientific  guessers  are 
able  to  make  indicate  that  for  some  time  the  contrary  relationship 
has  prevailed  between  public  expenditures  and  the  national  wealth 
and  income.  Whatever  may  be  the  fact  as  to  this  relationship, 
there  can  be  no  question,  in  view  of  the  rapid  absolute  increases 
of  public  expenditures  in  recent  years,  that  this  aspect  of  the  sub- 
ject demands  and  deserves  all  of  the  intelligence  and  effort  that 
can  be  brought  to  bear  upon  it.  It  is  entirely  appropriate,  there- 
fore, that  there  be  a  stock-taking  at  this  time,  and  that  we  consult 
together  over  the  problem  of  expenditure  control,  in  order  to  see 
just  what  is  involved  in  this  control,  to  learn  what  progress  has 
been  made  toward  the  goal,  and  to  set  up  conditions  and  concepts 
which  may  be  of  service  in  this  undertaking. 

We  must  rule  out.  at  the  beginning,  the  pessimist,  the  cynic,  and 
all  others  who  may  hold  that  no  control  of  expenditures  is  possible. 
If,  with  these,  we  admit  defeat  before  we  begin  to  fight,  our  whole 
undertaking  is  worse  than  useless.  If  there  is  one  thing  that  man 
must  learn  to  do,  it  is  to  control  his  earthly  destiny.  Many  people 
believe  that  another  war  like  the  last  one  will  destroy  civilization. 
If  this  be  even  approximately  correct,  we  must  control  international 
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affairs  in  such  wise  as  to  prevent  another  war.  Others  have  said 
that  our  capitalistic  society  cannot  survive  many  more  crashes  like 
the  last  one.  If  this  be  only  a  partial  truth,  it  behooves  the  capi- 
talistic regime  to  learn  how  to  control  its  processes  in  order  to 
avoid  another  November,  1929.  The  statement  has  often  been  made 
that  taxpayers  cannot  endure  many  more  decades  in  which  taxes 
are  to  rise  as  rapidly  as  they  have  during  the  last  twenty  years. 
If  this  should  prove  to  be  an  exaggeration,  it  is  probably  close 
enough  to  the  truth  to  demand  of  all  thoughtful  persons  their 
utmost  toward  the  formulation  of  a  workable  plan  for  controlling 
public  expenditures. 

The  idea  of  controlling  public  expenditure  is  comparatively  new, 
since  the  weight  of  this  expenditure  has  only  recently  become  such 
as  to  command  serious  attention.  The  earlier  text  writers  on  public 
finance  spoke  of  "  laws  of  expenditure  increase,"  which  indicated 
that  they  thought  of  this  tendency  as  something  certain  and  im- 
mutable. In  the  good  old  days,  when  the  tax  collector  took  only 
the  people's  loose  change,  any  one  who  advocated  expenditure  con- 
trol would  no  doubt  have  been  classed  with  those  experts  who  be- 
lieved in  perpetual  motion,  squaring  the  circle,  and  bootstrap  levi- 
tation.  At  best,  the  subject  was  suitable  only  for  a  professorial 
lecture  topic.  Many  persons  in  this  audience  will  recall  the  thrill 
produced  by  the  news,  some  thirty  years  ago,  that  the  federal  ap- 
propriations had  finally  passed  one  billion  dollars.  The  general 
reaction  was  one  of  chestiness,  of  pride  and  added  personal  impor- 
tance, at  the  thought  of  being  a  citizen  of  a  billion-dollar  country. 
More  than  one  editor  expanded  this  thought  at  length.  I  need  not 
emphasize  how  completely  this  viewpoint  has  changed,  now  that 
the  federal  deficit  is  more  than  the  total  expenditure  of  that  earlier 
day.  The  man  who  can .  really  show  how  to  set  a  bottom  to  the 
hole  into  which  taxes  are  being  poured,  who  can  lead  the  way  into 
the  promised  land  of  lighter  taxes,  will  rate  along  with  Moses. 

In  approaching  this  subject,  we  must  dismiss  the  idea  that  ex- 
penditure control  involves,  everywhere,  a  recession  in  the  volume 
of  governmental  services.  Neither  the  taxpayers  nor  any  other 
group  are  going  to  give  up  roads,  or  education,  or  charities  or 
other  services  just  to  save  some  public  money.  As  the  facts  in 
particular  cases  are  better  known,  the  people  may  be  persuaded,  or 
they  may  be  compelled,  to  decide  against  some  of  the  extravagances 
in  expenditure,  where  a  clear  case  can  be  made.  The  success  of 
expenditure  control  cannot  depend,  however,  on  the  sporadic  sav- 
ings resulting  from  an  evangelistic  conviction  of  the  sin  of  ex- 
travagance, although  this  kind  of  evangelism  is  worth  while 
preaching.  In  the  main,  the  success  of  expenditure  control  rests 
on  getting  the  same  flow  of  services  for  less  money. 

I  realize  that  this  sounds  suspiciously  like  "  efficiency  and  econ- 
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omv,"  the  famous  "  gold-brick "  twins  of  many  a  hard-fought 
campaign.  The  old  efficiency  and  economy  song-and-dance  turn 
has  been  put  on  many  times  by  candidates  and  by  investigating 
commissions.  It  was  a  good  act,  it  made  good  head  lines,  and  it 
often  got  quite  a  "  hand  "  from  the  gallery.  Unfortunately  it  was 
too  often  recognized  to  be  simply  a  song  and  dance.  We  are 
invited  now  to  consider  this  matter  anew.  The  taxation  thumb- 
screws provide  a  strong  incentive  to  listen  to  those  who  believe  in 
expenditure  control,  and  we  are  ready  to  be  shown  that  the  old 
song-and-dance  tune  can  be  elevated  into  a  national  anthem. 

It  is  my  purpose,  in  opening  this  discussion,  to  indicate  the 
scope  and  character  of  the  problem  of  expenditure  control  and 
some  of  the  elements  or  factors  which  are  involved.  This  discus- 
sion will  be  continued  by  others  who  may  be  able  to  contribute, 
from  their  practical  experience,  further  indications  of  the  funda- 
mentals involved  as  well  as  of  the  detailed  procedure  required  to 
accomplish  the  desired  results.  My  remarks  are  confined  and  ap- 
plied largely  to  the  field  of  local  expenditure,  for  two  reasons. 
First,  the  field  of  local  government  is  now  the  scene  of  our  largest 
expenditures,  in  terms  of  aggregates,  which  means  that  the  great 
weight  of  taxation  is  produced  by  the  activities  of  the  local  units. 
Second,  I  feel  somewhat  more  at  home  in  dealing  with  local  con- 
ditions as  a  result  of  recent  activities  and  opportunities  for  seeing 
the  situation  at  first-hand.  Much  of  what  I  may  say  is  no  doubt 
capable  of  application,  with  little  modification,  to  state  or  even  to 
federal  conditions. 

A  rational  and  workable  program  of  expenditure  control  in- 
volves three  main  elements  or  parts.     These  are : 

I.  A  setting  or  environment   for  governmental   functioning 
which  will  permit  of  economical  operation. 
II.  A  technique  of  expenditure  control. 
III.  A  popular  attitude  of  approving  and  favoring  the  methods 
and  results. 

All  of  these  elements  are  essential  ingredients  of  the  plan.  Much 
of  the  difficulty  with  the  old  "  efficiency  and  economy  "  slogan  was 
in  the  fact  that,  however  serious  may  have  been  the  intention, 
there  was  an  altogether  inadequate  conception,  in  the  minds  of 
those  pledging  or  recommending  efficiency  and  economy,  regarding 
the  scope  of  the  program  that  was  needed  if  effective  results  were 
to  be  secured.  An  individual  or  even  a  party  pledge  to  introduce 
and  practice  efficiency  and  economy  was  valuable  only  as  an  indi- 
cation of  good  intention,  since  there  was  usually  no  discernment  of 
the  far-reaching  improvements  of  setting  and  technique  that  were 
required  in  order  to  make  greater  efficiency  and  economy  possible. 
This  will  be  apparent  as  the  discussion  proceeds. 
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I  shall  outline  briefly  some  of  the  main  suggestions  to  be  offered 
under  each  of  the  above  headings.  Of  the  three,  the  first  and 
second  are  much  easier  of  accomplishment  than  the  third.  All  who 
have  had  to  do  with  the  electorate  know  that  it  is  very  much  easier 
to  perfect  a  plan  than  to  secure  popular  approval.  In  this  par- 
ticular case,  however,  the  rising  tax  burden  is  working  steadily  on 
the  side  of  a  reasonable  plan  of  expenditure  control,  and  it  may  in 
the  end  secure  the  votes  which  neither  the  beauty  of  the  plan  nor 
the  persuasiveness  of  its  advocates  could  command. 

I.    The  Setting 

My  thought  here  can  best  be  set  out  by  indicating  some  of  the 
ways  in  which  the  present  governmental  environment  is  inimical 
to  economy.  I  must  repeat  that  I  refer  primarily  to  the  conditions 
of  local  government. 

The  first  fact  which  appears,  in  an  examination  of  the  organiza- 
tion and  structure  of  local  governments,  is  the  extraordinary  quan- 
tity of  local  governmental  machinery  that  exists.  There  are  coun- 
ties, municipalities,  school  districts  and  a  vast  number  of  special 
districts  for  different  purposes,  piled  one  on  top  of  another,  in 
duplicating  and  overlapping  layers.  Produced  in  the  older  sections 
by  accident  and  tradition,  and  in  the  newer  sections  by  the  rec- 
tangular survey,  these  small  units  have  everywhere  become  endowed 
with  a  corporate  existence  and  with  varying  powers  as  govern- 
mental corporate  bodies.  The  condition,  in  the  older  states,  dates 
back  to  the  horse-and-buggy  age,  when  the  poor  roads,  the  limited 
means  of  travel  and  the  absence  of  regular,  dependable  means  of 
communication  compelled  the  establishment  of  many  small  govern- 
mental agencies  for  the  convenience  and  need  of  the  citizen.  Aside 
from  a  few  instances  of  the  creation  of  metropolitan  districts  and 
a  few  cases  of  county-municipal  consolidation,  the  local  govern- 
mental plan  remains  exactly  as  it  was  in  the  days  of  Washington 
and  Jefferson,  except  that  the  subsequent  changes  have  been  in  the 
direction  of  adding  to,  rather  than  of  diminishing  the  confusion. 
Such  attention  as  has  been  given  to  the  subject  of  governmental 
reorganization  has  been  devoted  exclusively  to  the  state  govern- 
ments and,  within  very  narrow  limits,  to  the  federal  government. 
An  examination  of  all  of  the  state  reorganization  plans  from  Gov- 
ernor Lowden's  initial  undertaking  in  Illinois  in  1917  to  that  of  the 
Abell  Committee  in  Xew  Jersey  in  1930  indicates  an  almost  total 
absence  of  any  realization  of  a  problem  of  local  governmental  re- 
organization, and  a  naive  belief  that  the  state  government  could 
be  adequately  reorganized  without  regard  to  the  local  counterpart. 

A  second  defect  in  the  present  setting  of  local  government  is  the 
absence  of  concentrated  financial  responsibility.  This  condition  is 
a  direct  outgrowth  of  the  multiplication  of  agencies.     Each  separate 
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unit,  whether  county,  municipality,  school  district  or  special  dis- 
trict, is  busy  with  its  own  little  part  of  the  general  task  of  supply- 
ing a  flow  of  services  to  the  citizens.  Each  has  its  authority  to 
levy  taxes,  to  plan  expenditures,  to  borrow  money.  None  is  ordi- 
narily obliged  to  know  or  to  consider  what  the  others  are  doing, 
or  what  the  aggregate  charge  upon  the  citizens  is  to  be.  The 
governing  body  of  each  unit  or  district  could  probably  make  out  a 
case  for  spending  what  it  plans  to  spend,  since  the  subdivision  of 
local  functions  corresponds  to  the  chaotic  subdivision  of  authori- 
ties. The  theory  of  local  self-government  is  that  the  citizens  will 
keep  an  eye  on  their  local  officials  and  not  let  them  spend  too  much. 
When  the  entire  list  of  the  spending  agencies  that  have  the  power 
to  levy  upon  any  particular  citizen  or  his  property  is  considered, 
the  individual's  watch-dog  function  becomes  hopelessly  complicated. 
The  taxpayers  are  guilty,  as  charged,  of  being  negligent  and  in- 
different toward  the  activities  of  their  government.  In  extenua- 
tion, it  should  be  said  that  there  is  not  one  government,  but  in 
some  cases  upwards  of  a  dozen  of  these  "  governments  "  that  must 
be  watched.  A  cat  can  do  a  good  job  of  watching  one  mouse  hole, 
but  when  the  mice  have  ten  other  ways  out,  pussy  is  likely  to  have 
a  busy  time  getting  her  dinner.  If  a  taxpayer  in  New  Jersey  or 
New  York  should  set  out  to  watch  diligently  all  of  the  govern- 
mental agencies  that  are  spending  his  money,  he  would  have  prec- 
ious little  time  left  to  earn  the  taxes  levied  against  him. 

Urging  the  thousands  of  small  local  units  to  be  efficient  and 
economical  is  like  advising  the  "  water  boy  "  to  carry  water  in  a 
sieve.  The  situation  was  hopelessly  "  stacked "  against  the  old- 
time  efficiency  and  economy  advocate,  because  the  effective  prac- 
tice of  these  admirable  civic  virtues  was  entirely  out  of  the  ques- 
tion without  a  thoroughgoing  change  in  the  whole  governmental 
structure. 

I  will  give  one  illustration  of  this  condition  which  is  provided 
by  the  situation  in  New  Jersey.  The  five  northeastern  counties, 
across  the  Hudson  from  Manhattan,  have  a  combined  area  of 
about  700  square  miles,  and  a  total  population  of  about  2,500,000. 
This  area,  which  is  the  equivalent  of  a  rectangle  20  miles  wide 
and  35  miles  long,  has  five  county  governments,  140  municipal 
governments,  137  school  districts,  and  a  considerable  number  of 
other  special  districts.  Hudson  County,  in  this  area,  with  42.5 
square  miles,  is  cut  up  into  12  municipalities,  some  of  which  are 
only  a  few  blocks  wide.  This  means  that  each  little  municipality 
has  its  own  police  and  fire  departments,  its  own  street  and  road 
department,  and  all  of  the  other  paraphernalia  and  equipment  of  a 
real  city.  Each  is  struggling  with  crime  control,  fire  prevention, 
health  and  sanitation,  poor  relief,  street  and  road  planning,  prop- 
erty assessment,  tax  collection,  and  all  of  the  other  activities  that 
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have  devolved  upon  the  municipality.  There  is  a  tremendous  over- 
manning in  many  departments  and  the  taxpayers  are  paying  the 
bill.  We  have  estimated  that  the  12  municipalities  of  Hudson 
County  could  save  over  one  million  dollars  annually  by  establish- 
ing a  county  unit  fire  department  on  the  standards  of  manning  set 
up  by  the  National  Board  of  Fire  Underwriters.  Hudson  County 
is  approximately  the  size  of  the  city  of  Pittsburgh. 

This  leads  me  to  a  third  defect  in  the  environment  or  setting, 
which  is  a  bad  allocation  of  functions.  The  distribution  of  respon- 
sibility for  performing  the  several  governmental  functions  has 
never  had  a  rational  basis  in  this  country.  Whether  a  given  service 
is  to  be  performed  by  central  or  by  local  authority  has  been  largely 
a  matter  of  accident  or  tradition.  The  original  scope  of  state 
functions  was  small,  and  the  centralizing  tendencies  of  a  genera- 
tion ago  resulted  in  some  transfers  of  authority  from  local  to  state 
jurisdiction,  but  these  were  for  the  most  part  accidental,  and  not 
an  outcome  of  any  general  and  mature  consideration  of  needs.  As 
a  result  of  the  great  population  growth  and  changes  of  the  past 
half -century,  the  cities  find  themselves  today  obligated  to  perform 
some  services  which  could  be  given  more  satisfactorily  and  at 
lower  cost,  by  other  agencies.  The  occasional  instance  of  the 
formation  of  metropolitan  districts  represents,  thus  far,  the  sole 
response  that  has  come  to  this  pressure  for  functional  reallocation. 
Even  these  districts  have  been  restricted  to  one,  or  to  a  very  few 
functions,  thereby  leaving  untouched  the  general  question  of  re- 
lieving the  local  taxpayer  of  the  excess  cost  involved  in  an  im- 
proper placement  of  responsibility. 

The  agitation  of  this  subject  in  New  Jersey  has  led  to  a  pro- 
posal for  the  organization  of  regional  governments  to  which  certain 
responsibilities  shall  be  given.  The  proposed  New  Jersey  regions 
would  hardly  be  larger  in  extent  than  some  counties  in  other  states, 
but  the  difficulty  encountered  in  setting  up  these  glorified  counties 
is  that  no  provision  has  been  made  for  the  elimination  of  some  part 
of  the  sub-structure  of  local  government,  which  means  that  the 
full  advantage  of  such  a  change  is  not  likely  to  be  realized. 

A  fourth  environmental  defect  is  the  indifference  now  frequently 
displayed  regarding  the  quality  of  the  personnel  in  the  public  ser- 
vice. On  the  average,  not  far  from  half  of  the  total  state  and 
local  expenditure  goes  into  wages  and  salaries.  Despite  the  vogue 
which  has  been  given  by  the  teachings  of  some  economists,  or  near 
economists,  to  the  doctrine  of  high  wages  during  a  depression, 
regardless  of  the  connection  of  the  wages  paid  with  the  value  of 
the  product  of  labor,  the  governmental  service  could  give  private 
employment  "  cards  and  spades  "  in  this  game.  Aside  from  some 
conspicuous  exceptions,  the  governmental  attitude,  during  good 
times  and  bad,  had  been  one  of  notorious  indifference  to  the  quality 


THE  CONTROL  OF  PUBLIC   EXPENDITURES  161 

of  its  personnel  and  to  the  value  of  the  product  in  relation  to  the 
wages  paid. 

I  appreciate  fully  the  political  aspects  of  this  situation,  and  I 
realize  the  difficulties  involved  in  improving  the  "  government 
stroke."  in  view  of  the  dangerous  solidarity  of  the  public  employee 
vote.  Nevertheless,  I  venture  to  suggest  to  the  taxpayers  who  are 
providing  the  public  wage  fund  that  something  might  be  done  to 
improve  the  quality  of  the  personnel,  even  if  the  prospects  of 
changing  the  tempo  of  the  government  stroke  appear  to  be  but 
slight. 

In  order  to  make  my  point  clear,  I  need  only  call  attention  to  the 
wide  gap  which  now  exists  between  the  concept  of  personnel  ad- 
ministration as  applied  in  private  employment  and  the  civil  service, 
which  marks  the  highest  achievement  of  the  public  employment 
policy.  Some  civil  service  leaders  are  aware  of  this  gap,  and  their 
own  standards  for  the  improvement  of  the  public  personnel  service 
are  far  above  those  which  are  set  by  the  existing  legislation.  When 
we  consider  the  number  of  public  employees  who  learn  their  job 
after  getting  on  the  payroll,  the  time  seems  ripe  for  the  introduc- 
tion of  training  schools  or  training  courses  for  the  larger  groups 
of  these  employees. 

The  training-school  idea  is  already  given  limited  application. 
In  some  places  assessors  are  offered  such  training,  although  the 
ridiculous  and  obsolete  notion  that  the  assessor  is  an  official  and 
not  an  employee  has  militated  against  general  acceptance  of  the 
need  for  special  training.  Similarly,  training  for  police  and  fire- 
men, for  inspectors  and  financial  officers  has  been  developed  here 
and  there.  A  broad  opportunity  exists  for  the  establishment  of 
training  schools  for  public  employees,  under  the  cooperative  guid- 
ance of  state  and  municipal  authorities,  with  provision  for  co- 
ordinating the  results  of  this  training  with  the  procedure  of 
certification  under  the  civil  service.  Normal  schools  for  teachers 
have  long  been  an  accepted  feature  of  the  improvement  of  teacher 
personnel.  Why  not  a  similar  arrangement  for  other  large  and 
expensive  classes  of  public  servants?  The  cost  of  such  a  school 
would  be  saved  many  times  over  in  the  improvement  that  would 
result  in  personnel  qualifications. 

A  final  defect  or  condition  in  the  current  environment  which  I 
shall  mention  here  is  a  certain  belligerent  attitude  on  the  subject 
of  home  rule.  Like  many  other  manifestations  of  belligerency, 
this  one  rests  usually  on  a  misconception.  The  extreme  advocate 
of  home  rule  insists  upon  keeping  within  municipal  control  all  of 
the  functions  placed  there  by  accident  or  tradition,  despite  the  evi- 
dence and  the  logic  which  would  demonstrate  the  need  of  change. 
The  criticisms  that  I  have  been  making  of  the  present  chaotic 
svstem  of  local  government  obviouslv  point  toward  some  funda- 
11 


162  NATIONAL  TAX   ASSOCIATION 

mental  rearrangements  of  the  pattern  and  structure.  It  is  equally 
obvious  that  these  changes  would  displace  some  local  officials  and 
quite  possibly  some  local  employees,  since  it  is  perfectly  certain 
that  there  are  now  more,  in  both  of  these  categories,  than  are  re- 
quired for  efficient  and  economical  administration.  My  experience 
is  that  the  bulk  of  the  opposition  to  the  necessary  changes,  and  the 
most  heated  invocations  of  the  rights  of  home  rule,  come  from 
those  who  foresee  loss  of  authority  or  complete  displacement. 

Under  these  circumstances,  an  attitude  of  opposition  is  only 
human  and  natural.  It  all  depends  on  whose  ox  is  being  gored. 
The  perpetuation  of  the  present  disorder  of  local  governmental 
organization,  amounting  to  a  calamity,  means  that  the  taxpayers' 
ox  is  now  taking  the  punishment,  and  the  reorganization  of  local 
government  that  must  be  effected  if  we  are  to  provide  a  setting 
for  the  operation  of  an  expenditure  control  technique  is  simply  an 
application  of  the  old  hedonistic  maxim  of  the  greatest  good  to 
the  greatest  number. 

In  any  reallocation  of  functions,  some  responsibilities  will  of 
course  remain  in  the  local  jurisdiction,  whether  that  be  small  or 
large.  This  local'  sphere,  redefined  and  redetermined,  will  be  the 
proper  field  for  the  exercise  of  home  rule,  and  the  proper  field  for 
the  purely  local  expenditures.  The  unreasoning  opposition  which 
is  frequently  encountered  against  any  and  all  changes  in  the  tra- 
ditional alignment  does  not  ordinarily  arise  with  the  people,  for  the 
proportion  of  the  registered  vote  which  turns  out  in  most  local 
elections  indicates  the  popular  attitude  toward  home  rule.  The 
issue  lies  between  those  who  must  pay  the  cost  of  an  antiquated 
system  and  those  who  stand  to  benefit  most  directly  from  its  con- 
tinuance. 

The  conception  of  the  proper  setting  or  environment  for  an  eco- 
nomical administration  of  local  government  which  I  have  been 
outlining  here  may  be  summarized  as  follows.  There  must  be. 
first,  a  far  more  simple  structure  and  organization  of  that  govern- 
ment, a  structure  which  will  reduce  the  number  of  agencies  re- 
sponsible for  supplying  services  over  any  given  area,  preferably  to 
a  single  governmental  unit.  This  simplification  must  be  brought 
about  in  some  cases  by  consolidation  of  municipalities  or  districts, 
and  in  other  cases  by  disorganization  of  the  surplus  units,  with  a 
transfer  of  their  functions  to  some  other  better  qualified  adminis- 
trative authority.  Secondly,  there  must  be  a  definite  establishment 
of  the  financial  responsibility  where  it  will  be  known  and  felt, 
both  by  those  who  hold  this  responsibility  and  by  those  who  must 
pay  the  bill.  Thirdly,  there  must  be  a  clear  relationship  between 
the  functional  services  to  be  performed  and  the  resources  with 
which  to  carry  on.  So  important  is  this  balance  that  we  must 
learn  to  think  and  to  appraise  results  in  terms  of  functions  or  ser- 
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vices,  rather  than  in  terms  of  cities,  towns  or  school  districts. 
Fourthly,  an  improvement  in  the  quality  of  the  public  personnel 
through  better  methods  of  training  and  selection  is  sorely  needed. 
Finally,  there  must  be  an  acceptance  of  the  necessary  flexibility, 
which  will  enable  such  functional  adjustments  as  may  be  required 
to  be  made  without  encountering  at  every  turn  the  blind  and  preju- 
diced opposition  of  the  home-rule  supporter,  who,  in  nine  cases  out 
of  ten,  is  primarily  concerned  Avith  saving  some  unnecessary  local 
office  or  job  from  the  scrap  heap. 

In  view  of  this  statement  of  the  conditions  essential  to  the  prac- 
tice and  observance  of  economy,  it  is  small  wonder  that  the  effi- 
ciency and  economy  pledges  and  recommendations  of  the  past  have 
been  so  heavily  discounted.  My  earlier  characterization  of  these 
terms  as  the  "  gold  brick  "  twins  may  have  appeared  unnecessarily 
flippant,  but  in  view  of  the  utter  lack  of  discernment  commonly 
displayed  as  to  the  depth  and  extent  of  the  changes  required  before 
it  is  possible  to  be  ready  to  economize  and  to  be  efficient,  one  must 
be  harsh  in  order  to  be  just. 

For  example,  suppose  that  a  candidate  for  mayor  or  councilman 
or  county  freeholder  or  township  committeeman,  or  in  fact  any 
other  looal  office  should  give  the  most  solemn  pledges  of  efficiency 
and  economy  in  his  administration,  and  suppose  further  that  these 
pledges  came  from  the  heart.  Under  the  conditions  which  exist 
practically  universally  the  cards  are  stacked  against  this  official, 
regardless  of  his  intentions.  The  city  must  enlarge  its  water  supply, 
for  example,  which  may  mean  tapping  a  new  source  one  hundred 
miles  away.  This  becomes  a  tremendous  burden  for  one  city,  but 
if  all  of  the  cities  in  a  given  region  were  to  be  supplied  through 
one  large  trunk  water  line,  the  cost  for  each  may  be  materially 
reduced.  The  mayor  may  pledge  a  reduction  of  crime,  but  he 
finds  that  he  must  increase  the  police  force  in  order  to  get  rid  of 
the  criminals  which  his  neighbor  cities  are  pushing  over  into  his 
own  boundaries,  and  as  fast  as  he  increases  his  force  for  the  pur- 
pose of  passing  the  criminals  along,  the  other  cities  provide  larger 
forces  to  send  them  back  again.  Crime  control  in  the  metropolitan 
sections  of  New  Jersey  is  the  old  game  of  push-ball,  and  the  city 
which  will  hire  the  most  policemen  will  have,  for  the  time,  the 
fewest  criminals,  but  its  neighbors .  will  have  more.  Competitive 
armament  is  not  confined  to  the  international  sphere. 

Again,  the  township  committee  man  agrees  to  be  economical  in 
road  expenditure.  His  little  district  has  only  a  few  miles  of  road, 
but  he  must  have  a  road  gang,  a  steam  roller,  a  tar  cooker  and 
other  equipment.  The  equipment  required  for  each  system  of  town- 
ship roads  could  easily  maintain  three  or  four  times  the  mileage 
of  a  township  road  district.  It  is  very  much  like  a  man  with  a 
25-acre  farm  trying  to  operate  with  a  sample  of  every  piece  of 
farm  equipment  sold  by  the  International  Harvester  Company. 
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Because  of  these  underlying  essentials,  I  have  no  hesitation  in 
declaring  that  economical  administration,  in  any  real  and  lasting 
sense,  is  simply  out  of  the  question  until  there  are  some  funda- 
mental readjustments  in  the  environment  which  will  permit  the 
application  of  economical  and  business-like  methods. 

II.   The  Technique  of  Expenditure  Control 

I  pass  now  to  some  of  the  positive  means  of  expenditure  control. 
I  have  emphasized  that  these  instruments  cannot  function  properly 
and  adequately  in  a  poor  or  unfavorable  environment  or  setting. 
It  would  be  as  reasonable  to  expect  an  automobile  engine  to  operate 
as  smoothly  with  sand  as  with  oil  in  its  bearings.  The  connection 
which  I  wish  to  establish  will  be  made  clear  as  I  proceed,  and  in 
so  doing  I  shall  distinguish  the  instruments  of  control,  the  stand- 
ards of  control  and  the  policy  of  control. 

The  Instruments  of  Expenditure  Control.  Among  the  more  im- 
portant instruments  of  expenditure  control  I  would  list  the  budget, 
an  adequate  system  of  accounting  and  auditing,  a  reasonable  re- 
striction of  borrowing,  and  some  device  for  assuring  the  taxpayer 
an  opportunity  of  stating  his  case  and  adjusting  any  differences  of 
viewpoint  between  himself  and  the  tax-levying  official. 

These  instruments  of  control  are  familiar,  since  they  are  in 
fairly  general  use.  Under  the  adverse  environmental  conditions 
which  so  commonly  prevail,  however,  they  are  operating  on  a  low 
basis  of  efficiency.  The  states  which  have  local  budget  acts  have 
simply  required  every  spending  agency  subject  to  the  law  to  make 
a  budget,  which  means  that  each  one  sets  down  what  it  intends  to 
spend.  Nothing  has  been  done  to  eliminate  the  duplication  of 
spending  agencies,  to  assign  functions  according  to  the  proper  ad- 
ministrative agencies,  nor  to  concentrate  financial  responsibility  so 
that  it  cannot  be  evaded  or  avoided.  Under  these  circumstances 
local  budgets,  even  if  properly  prepared,  merely  give  a  certain 
orderliness  to  the  expenditure  process,  without  affecting  seriously 
its  total  or  its  upward  tendency. 

I  would  dismiss,  as  suitable  instruments  of  control,  such  crude 
devices  as  tax-rate  limits  and  expenditure  limits.  As  between  a 
tax-rate  limit  and  a  debt  limit,  the  latter  is  preferable  on  every 
count.  Since  it  is  obvious  that  both  cannot  be  applied  at  the  same 
time.  I  prefer  the  strict  control  of  local  borrowing  to  any  rigid 
interference  with  tax  rates,  which  is  likely  to  be  about  as  effective 
as  the  method  of  concealment  employed  by  the  ostrich.  It  is  true 
that  the  experiments  thus  far  recorded  in  tax  rate  and  expenditure 
limitation  have  been  unaccompanied  by  recognition  of  the  inherent 
wastefulness  of  the  existing  local  structure,  and  that  nothing  was 
done  about  these  fundamental  defects.  If  such  defects  as  I  have 
indicated  are  corrected,  however,  effective  expenditure  control  can 
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be  realized  without  the  introduction  of  these  methods  of  restric- 
tion, while  they  would  prove  quite  inadequate  in  the  absence  of  the 
underlying  reforms. 

The  objective  of  debt  restriction  is  to  compel  observance  of  the 
sound  principles  of  public  credit,  and  to  avoid  the  debt  "  joyrides  " 
which  have  been  taken  at  the  expense  of  the  taxpayer.  One  of  the 
most  ghastly  tragedies  of  local  financing  has  been  the  use  of  long- 
term  loans  "  to  keep  the  tax  rate  down,"  and  "  to  make  posterity 
pay."  An  enthusiastic  application  of  these  slogans  in  Xew  Jersey, 
under  debt-restrictive  legislation  which  had  lost  such  teeth  as  it 
may  have  had  originally,  resulted  in  increasing  the  local  debt,  less 
sinking  funds,  from  $199,940,000  in  1918  to  $875,000,000  in  1929. 
This  meant  an  advance  in  the  per-capita  debt  from  $65.94  in  1918 
to  $216.51  in  1929.  In  1918  the  local  debt  was  6.6  per  cent  of  the 
net  taxable  valuation,  while  in  1929  it  was  14  per  cent. 

It  is  beyond  my  purpose  to  indicate  here  all  of  the  features  of 
model  budget  accounting,  or  debt-control  legislation.  I  wish  to 
suggest,  however,  two  essential  features  of  proper  debt  control. 
These  are,  first,  the  introduction  of  improvement  planning  and 
budgeting,  and  second,  the  payment  in  the  current- expense  budget 
of  an  advance  installment  toward  the  cost  of  any  improvement  to 
be  financed  by  borrowing. 

Improvement  budgeting  will  compel  an  orderly  advance  consid- 
eration of  the  projects  contemplated  and  an  equally  careful  con- 
sideration of  the  means  of  financing  them.  This  attention  will  be 
given  in  advance,  at  the  time  when  the  improvement  budgets  are 
being  set  up  and  submitted  to  the  people.  There  should  also  be  a 
statement  of  the  effect  of  the  tax  rate  to  be  produced  by  these  im- 
provement proposals,  and  a  projection  of  the  effects  on  the  tax 
rate  through  the  period  required  for  the  financing.  The  ease  with 
which  bond  ordinances  may  be  enacted  in  many  states  encourages 
laxity  in  planning  and  in  counting  the  cost.  Each  project  is  put 
through  separately,  and  no  one  ever  gets  a  complete  picture  of  the 
combined  results  of  the  series  of  such  ordinances.  The  possibilities 
of  temporary  financing  and  of  delaying  the  inauguration  of  sub- 
stantial redemption  payments  in  the  process  of  converting  the  tem- 
porary paper  into  long-term  bonds  have  made  credit  so  easy,  and 
apparently  so  cheap,  that  municipalities  have  had  no  compunction 
about  buying  expensive  improvements  on  long  terms  when  they 
should  have  used  shorter  terms,  and  in  some  cases  when  they 
should  have  paid  cash  or  have  declined  to  buy  them  at  all.  The 
advance  payment  brings  home  to  the  taxpayer  immediately  the  con- 
sequences of  an  improvement  expenditure.  It  prevents  one  admin- 
istration from  taking  the  credit  of  making  improvements  without 
increasing  taxes,  while  compelling  the  next  one  to  assume  the  blame 
for   increasing   taxes   to    redeem   the   debt.      An    advance   payment 
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toward  improvement  costs  is  simply  an  application  to  the  public 
business  of  the  accepted  rule  of  private  installment  credit,  which 
is  that  there  must  be  a  down  payment  when  the  goods  are  taken. 

I  must  dismiss  also,  as  reliable  control  devices,  the  '*  strong  man  " 
theory  and  the  slogan  that  "the  way  to  reduce  is  to  reduce." 
There  are  times  when  the  strong  man  and  his  blunt  slogan  are 
welcome  antidotes  to  excessive  expenditure,  but  strong  men  are 
not  dependably  forthcoming.  They  are  historical  accidents,  aver- 
aging one  or  less  to  each  grave  crisis.  Expenditure  control  re- 
quires steady,  consistent  attention  from  the  rank  and  file  of  ad- 
ministrators and  the  instruments  to  be  used  must  be  as  nearly  fool- 
proof as  they  can  be  made. 

Some  states  have  apparently  applied  the  slogan,  "  The  way  to 
reduce  is  to  reduce,"  by  ordering  flat  percentage  cuts  in  salaries. 
All  questions  of  salary  deflation  aside,  I  submit  that  a  reduction 
of  expenditures  by  any  system  of  horizontal  cuts  is  likely  to  be 
poor  economy  in  the  end.  There  is  no  easy,  lazy  man's  way  out 
of  the  present  difficulty.  The  way  to  reduce  to  a  level  of  true 
economy  is  to  eliminate  the  sources  of  waste  which  now  compel 
government  to  be  uneconomical. 

Standards  of  Control.  The  absence  of  standards  of  expenditure 
control  is  the  weakest  point  of  existing  theory  and  practice,  and 
the  introduction  of  such  standards  would  therefore  present  the 
greatest  constructive  opportunity  for  the  future. 

It  is  perfectly  apparent  that  much  of  the  pulling  and  hauling 
that  passes  for  expenditure  criticism  today  is  predestined  to  futility 
for  the  reason  that  the  spending  official  and  his  critic  lack  a  com- 
mon basis  for  their  argument.  The  taxpayer  or  the  taxpayers' 
association  says  that  taxes  are  too  high  and  must  be  reduced.  The 
official  who  must  manage  a  department  or  make  up  the  entire 
budget  insists  that  he  needs  as  much  as  is  asked  for  in  order  to 
operate  his  department  or  his  municipality.  From  his  standpoint 
the  expenditure  is  not  too  great,  and  while  he  may  admit  that 
taxes  are  high,  he  can  see  nothing  to  be  done  about  it.  Clearly, 
the  taxpayer  who  is  seeking  lower  taxes  and  the  officials  who  are 
supporting  the  budget  estimates  are  not  joined  in  the  debate.  They 
have  no  common  meeting  ground  of  difference  since  they  are  talk- 
ing about  different  things.  They  cannot  establish  a  rational  basis 
for  discussing  their  differences  without  some  sort  of  yardstick  by 
which  the  service  to  be  given  may  be  measured.  Lacking  such  a 
yardstick,  the  contention  that  expenditures  for  any  department  or 
in  toto  are  too  high,  too  low  or  just  right  has  no  recognizable 
meaning.  The  result  is  usually  the  calling  of  hard  names  and 
general  bitterness.  The  taxpayer  calls  the  official  a  "  tax  spender," 
a  favorite  form  of  reference  in  some  circles  to  all  of  those  who 
must   manage   the  public   affairs,   while   the   official   counters   with 
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"  tax  slacker,"  or  "  tax  dodger,"  or  some  epithet  of  similar  import. 
Both  sweetness  and  light  are  lacking  from  such  a  controversy, 
which  is  about  as  far  as  many  of  the  sporadic  attempts  at  expen- 
diture criticism  have  gone. 

In  order  to  end  this  kind  of  fruitless  controversy  and  to  provide 
a  basis  of  criticism  which  will  assure  that  the  taxpayer  and  the 
budget-maker  are  talking  about  the  same  thing,  it  is  necessary  to 
establish  standards  of  service  and  cost  for  the  various  activities 
which  must  be  operated.  The  standard  of  service  is  a  statement 
of  exactly  how  much  service  is  required  to  be  given  by  any  de- 
partment or  division.  The  units  of  measurement  will  vary,  but 
however  these  are  to  be  expressed,  the  budget-maker  is  quite  as 
much  at  sea  in  any  intelligent  defense  of  his  proposals  as  is  his 
critic  unless  they  are  set  up.  The  standard  of  cost  is  a  statement 
of  what  it  will  cost  to  provide  the  volume  of  service  called  for  by 
the  standard  of  service. 

The  mere  mention  of  these  terms  and  of  their  significance  re- 
veals the  extent  to  which  they  are  now  lacking.  Occasionally  one 
finds  a  governing  body  which  determines  its  highway  program  by 
a  survey  of  traffic  needs  and  conditions,  but  there  is  no  general 
application  of  the  principle.  Generally  speaking,  budget  estimates 
are  made  by  considering  what  was  actually  spent  in  prior  years 
and  in  the  current  year  to  the  date  when  the  estimates  were  pre- 
pared. The  appropriation  for  the  future  usually  has  an  allowance 
for  one  good  reason  or  another,  but  budgeting  without  the  use  of 
independent  standards  to  determine  the  amount  really  required  is 
like  building  a  coral  reef.  The  inevitable  tendency  of  such  a  pro- 
cess is  upward.  Budget-making  is  in  consequence  more  nearly 
depression-proof  than  any  other  industry. 

The  game  of  golf  affords  an  excellent  illustration  of  my  point, 
and  one  which,  I  am  sure,  will  be  more  readily  grasped  by  my 
present  audience  than  any  other  that  might  be  selected.  On  any 
golf  course,  it  is  possible  to  send  a  ball  from  the  tee  to  the  putting 
green  on  any  hole  up  to  200  yards.  Knowing  this,  the  person  who 
knew  nothing  else  about  the  game  might  insist  that  every  150-yard 
hole,  for  example,  should  be  played  in  one  stroke,  while  the  person 
who  had  a  long  and  sad  experience  with  rough,  bunker  and  sand 
trap  might  insist  on  five  or  six  strokes,  even  for  the  150-yard  holes. 
But  the  argument  as  to  what  constitutes  perfect  golf  has  been 
settled  once  for  all  by  establishing  a  par  for  the  course,  which  is 
nothing  more  than  a  standard  of  performance.  The  par  or  standard 
for  150-yard  holes  is  three  strokes,  and  no  one  is  expected  or  re- 
quired to  do  better  than  this  standard.  The  course  par  sets  a 
measure  for  every  player  from  that  famous  citizen  of  Atlanta 
known  as  the  emperor  of  golf  to  the  worst  dub  who  swings  a 
mashie  iron. 
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Present-day  expenditure  and  budget  criticism  is  exactly  like  de- 
ciding what  is  good  golf  on  a  course  where  the  par  is  unknown. 
The  taxpayer  wants  eagles,  birdies,  and  holes  in  one,  while  the 
budget-maker  may  want  a  Civil  War  score,  out  in  61,  back  in  65. 
Both  the  budget-maker  and  his  critic,  the  taxpayer  or  the  tax- 
payers' association,  need  to  apply  the  basic  principle  of  golf  to  the 
determination  of  expenditures.  They  must  set  pars,  or  standards, 
for  each  department  and  for  the  whole  budget.  In  suggesting  this, 
I  will  direct  the  attention  of  the  budget-makers  to  the  fact  that 
golf  is  usually  supposed  to  have  originated  in  Scotland. 

It  is  apparent  that  these  standards  or  pars  cannot  be  determined 
simply  with  regard  to  what  was  spent  the  previous  year.  The 
whole  idea  of  the  standard  is  that  there  must  be  devised  an  inde- 
pendent measure  of  the  amount  of  service  required  and  of  the  cost 
of  that  service.  Standards  of  performance  and  of  cost  have  been 
familiar  to  private  management  since  the  epoch-making  essays  of 
F.  W.  Taylor  on  Scientific  Management.  Those  who  have  been 
heretofore  among  the  keenest  advocates  of  standards  for  determin- 
ing production  volume  and  costs  have  been  comparatively  indif- 
ferent to  the  possibilities  of  the  same  device  as  a  check  upon 
budget-making,  instead  of  determining  by  referendum  whether  to 
add  50  policemen  or  firemen  or  janitors,  the  question  should  be 
determined  by  the  principles  of  job  analysis.  How  much  work  is 
to  be  done,  and  how  much  should  one  man  do  ?  The  quotient  gives 
the  answer.  Xo  magic  cross,  made  within  the  mystic  square  by  a 
voter  in  the  privacy  of  his  voting  booth  can  ever  provide  the 
correct  answer  to  such  questions. 

In  setting  the  standards  of  service  and  cost  there  is  a  real  oppor- 
tunity for  a  clash  between  the  taxpayer  and  the  official,  but  if  the 
debate  is  centered  upon  what  should  constitute  the  standard,  both 
contestants  will  be  dealing  with  the  same  problem  and  with  a  com- 
mon conception  of  it.  The  collision  will  be  head  on,  and  not  a 
side  swipe.  These  differences  regarding  the  proper  standards  of 
service  and  costs  can  and  must  be  ironed  out,  arbitrated  or  settled 
in  some  fashion.  An  arrangement  is  needed  whereby  the  taxpayer 
may  bring  serious  disagreements  into  the  open,  either  by  appealing 
to  a  state  authority  as  in  Indiana  or  to  his  fellow  taxpayers  under 
a  referendum  as  in  Utah. 

My  emphasis  upon  standards  as  the  key  to  expenditure  control 
provides  another  reason  for  opposing  tax-rate  limits.  Such  a  limit 
may  force  every  department  to  a  hole  in  one  standard,  or  it  may 
actually  permit  some  of  them  five  or  six  strokes  for  three-par  con- 
ditions, to  apply  my  illustration.  At  best,  the  tax-rate  limit  must 
be  regarded  as  crude  and  unscientific  in  comparison  with  control 
by  standards. 

It  is  apparent  that  such  a  program  of  expenditure  control  as  I 
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am  here  sketching  will  not  be  self -operative.  Equally  apparent  is 
the  fact  that  it  could  not  be  bodily  introduced  without  much  pre- 
liminary planning.  Many  of  the  states  have  uniform  budget  and 
accounting  acts,  but  the  actual  observance  of  uniformity  is  not 
always  perfect.  The  development  of  standards  must  rest  upon  the 
accumulation  and  digesting  of  a  mass  of  information,  much  of 
which  is  not  even  gathered  at  present  under  existing  procedure. 
We  have  proposed,  for  New  Jersey,  a  division  of  standards  and 
costs,  in  the  department  of  municipal  accounts,  to  assist  in  planning 
the  information  required  and  in  computing  acceptable  standards. 

Policy  of  Control.  In  other  words,  there  must  be  a  policy  of 
supervision  and  control,  exercised  by  the  state  through  the  enact- 
ment of  the  necessary  legislation  for  budgets,  accounting  and  debt 
control,  and  also  through  the  provision  of  adequate  supervisory 
contacts  with  local  agencies.  The  tax  commissioners  here  present 
recognize  thoroughly  how  important  is  supervision  of  local  assess- 
ments. Those  present  whose  responsibility  extends  to  accounting 
and  auditing  realize  the  need  and  importance  of  their  oversight  in 
this  field.  As  a  general  theorem,  I  would  propose  that  there  should 
be  a  universal  integration  or  dovetailing  of  local  and  central  ad- 
ministration. This  integration  need  not  and  should  not  destroy 
local  initiative  and  responsibility,  but  rather  encourage  it,  since  the 
higher  the  level  of  local  administrative  performance,  the  less  actual 
central  interference  is  needed. 

The  shortsightedness  of  state  reorganization  schemes  has  never 
been  more  manifest  than  in  this  failure  to  provide  for  a  proper 
integration  with  local  administration.  State  and  local  affairs  are 
treated  as  separate  water-tight  compartments  between  which  no 
communication  or  vital  contact  is  to  be  considered.  Functional 
reallocation  has  been  completely  blocked  off  under  these  plans,  and 
thus  the  door  has  been  closed  to  any  consideration  of  the  local 
problems  which  are  creating  such  tremendous  burdens  of  taxation. 

It  is  necessary  to  recognize  the  handicap  which  patronage  and 
influence  impose  upon  the  budget-maker.  He  may  be  perfectly 
well  aware  that  there  are  too  many  men  in  the  police,  fire,  street 
or  other  departments,  but  he  may  also  be  incapable  of  doing  any- 
thing about  it  for  political  or  patronage  reasons.  I  doubt  if  this 
handicap  is  ever  really  an  absolute  alibi.  My  suggestion  relative 
to  the  improvement  of  personnel  may  provide  a  partial  solution  of 
this  difficulty.  For  the  rest,  I  can  only  say  that  the  patronage 
system,  in  all  its  manifestations,  is  up  to  the  taxpayers  in  the  end. 
It  is  their  money  which  is  being  used  to  bestow  these  favors. 
Their  attitude  hitherto  toward  this  subject  is  one  of  the  strongest 
reasons  for  the  belief  that  the  taxpayers  are  fully  qualified  mem- 
bers of  that  group  into  which  the  late  Mr.  Barnum  said  a  new 
one   is   born   everv   minute.      Thev   break   their   backs   getting   the 
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money  to  pay  their  taxes,  and  they  either  ignore  or  actively  sup- 
port a  system  which  pays  out  an  unknown  but  doubtless  a  substan- 
tial part  of  the  total  to  provide  favors,  concessions  and  advantages 
to  the  beneficiaries  of  patronage.  In  this  they  deserve  as  little 
sympathy  as  they  now  receive.  It  may  be  urged  that  the  friends 
and  relatives  of  surplus  employees  and  of  other  beneficiaries  of 
patronage  will  combine  to  embarrass  any  official  who  does  his  duty. 
Why,  it  may  be  asked,  are  the  bonds  of  family  and  friendship  sup- 
posed to  be  so  much  closer  in  the  case  of  surplus  employees,  than 
in  the  case  of  the  taxpayers?  Where  are  the  friends  and  relatives 
of  the  taxpayer  in  such  a  crisis?  I  suggest  that  a  better  name  for 
a  taxpayers'  association  would  be  "  An  association  of  the  Friends 
and  Relatives  of  the  Taxpayer."  Whenever  the  taxpayer  as  a 
group  decide  to  stop  paying  the  patronage  bill,  they  can  eliminate 
it  or  reduce  it  to  negligible  proportions.  The  other  obstacles  to 
efficient  and  economical  government  are  equally  within  their  con- 
trol if  they  and  their  friends  and  relatives  care  to  make  the  effort 
to  remove  them. 

III.   A  Popular  Attitude  Favorable  to  the 
Necessary  Reform 

The  statement  just  made  brings  me  naturally  to  the  third  and 
final  element  in  my  program  of  expenditure  control.  This  is  that 
the  people  must  want  it  badly  enough  to  bring  it  about.  A  few- 
more  turns  of  the  tax  thumbscrews  may  be  required  before  the 
necessary  solidarity  of  public  opinion  is  developed. 

This  solidarity  of  popular  approval  is  necessary,  both  with  re- 
spect to  the  control  of  the  cost  of  establishing  and  accepted  gov- 
ernmental functions,  and  to  the  extension  of  these  functions 
through  a  broadening  of  their  scope  or  the  addition  of  entirely 
new  services.  The  expenditure  control  devices  which  I  have  out- 
lined will  serve  to  regulate  the  cost  of  such  governmental  services 
as  are  now  on  the  list.  They  will  not  operate  to  determine  the 
length  of  the  list  of  the  functions  to  be  performed. 

It  is  perfectly  evident  that  the  growth  of  the  list  of  so-called 
governmental  functions,  and  the  transformation  of  particular  ser- 
vices by  introducing  all  manner  of  frills,  are  matters  which  rest 
eventually  with  the  people  themselves.  No  device  can  be  sug- 
gested which  will  relieve  the  citizens  from  the  two-fold  duty  here 
indicated;  namely,  the  duty  of  supporting  the  efforts  at  effective 
control  of  expenditures  for  services  already  authorized,  and  the 
further  duty  of  considering  with  due  care  every  proposed  exten- 
sion of  these  services.  Popular  sanction  must  become  positive  and 
vital,  instead  of  going  by  default. 

I  have  no  prescription  for  securing  the  needed  popular  sanction. 
I  said  at  the  outset  that  this  is  the  really  difficult  part  of  the  job. 
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It  means  a  drive  against  the  civic  and  political  illiteracy  of  the 
American  people,  which  is  another  way  of  saying  that  it  is,  in  the 
broad  sense,  an  educational  undertaking.  This  is  peculiarly  a 
matter  for  coordinated,  group  action,  and  I  suggest  that  one  of  the 
conspicuous  opportunities  of  the  vital  and  intelligently  guided  tax- 
payers' association  is  in  the  promotion  of  the  necessary  public 
sentiment.  In  order  to  serve  this  purpose,  any  organization  must 
establish  its  good  faith  by  playing  the  game  squarely.  That  is,  it 
must  demonstrate  its  interest  in  fundamental  matters,  and  not 
simply  operate  as  an  agent  to  secure  tax  reductions  for  its  mem- 
bers. I  have  no  hesitation  in  saying  that  the  reward  of  such  dis- 
interested effort  is  immensely  worth  while,  even  for  those  who  may 
support  such  an  organization  from  selfish  motives.  Xo  one  can 
explore  the  dark  fastnesses  of  local  finance  without  being  impressed, 
even  overwhelmed,  by  the  evidence  of  waste  inherent  in  the  exist- 
ing system,  and  by  the  opportunities  for  reducing  local  govern- 
mental costs  through  the  application  of  intelligent  common  sense. 
In  this  movement  I  venture  to  say  that  the  National  Tax  Associa- 
tion is  deeply  interested,  and  that  it  will  cooperate  with  other 
agencies  in  every  way  within  its  power. 

Chairman  Morgan:  What  a  splendid  thing  it  would  be  if  we 
could  have  that  paper  in  printed  form  and  put  into  the  hands  of 
every  tax  official  and  every  taxpayer  in  the  country. 

I  am  reminded  by  the  secretary  that  at  eleven  o'clock  in  the 
court  east  of  the  hotel  there  is  to  be  a  movie-tone  picture  taken, 
and  it  is  urged  that  every  one  of  you  get  in  that  picture,  not  on 
account  of  any  elements  of  beauty  and  the  like,  but  because  that 
picture  is  to  be  broadcast  throughout  the  country  in  a  few  months; 
and  I  would  suggest  that  when  the  camera  is  pointed  towards  you, 
that  instead  of  putting  on  that  serious  puzzled  look,  which  I  noticed 
when  papers  about  offsets  and  other  complications  were  being  read, 
you  try  to  assume  the  same  look  of  understanding  and  intelligence 
which  I  noticed  when  Professor  Lutz  spoke  of  the  game  of  golf. 
Now,  as  it  is  almost  eleven  o'clock,  and  the  photograph  is  to  be 
taken  at  eleven,  it  has  been  suggested  that  we  adjourn  for  the  time 
necessary  to  take  the  picture,  which  will  only  be  a  few  minutes, 
and  return  immediately  to  this  room  to  continue  the  program. 

Before  adjournment  the  secretary  asks  me  to  make  this  an- 
nouncement: The  nominations  committee  is  called  to  meet  in  the 
headquarters  room,  just  behind  the  registration  desk,  immediately 
after  the  pictures  of  the  conference  are  taken.  This  committee 
consists  of  Messrs.  Bliss,  Adams,  Lutz  and  Fairchild,  as  ex-presi- 
dents, and  Messrs.  Maxwell,  Norman  and  Blakey. 

I  am  also  asked  by  the  president  to  make  this  announcement: 
The  resolutions  committee  will  have  its  first  meetinsr  in  this  room 
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immediately  after  this  session,  and  those  states  which  have  not 
already  designated  a  member  of  the  resolutions  committee  should 
do  so  at  once. 

Now,  if  it  is  the  pleasure  of  the  meeting  to  comply  with  the 
suggestion  made  by  the  secretary,  the  meeting  will  stand  recessed 
for  the  purpose  of  having  the  Pathe  pictures  made,  and  will  imme- 
diately reconvene  here  after  that. 

(  Recess  for  the  making  of  the  Pathe  Movie-Tone  reel  in  the 
court  east  of  the  hotel.) 

i  Conference  reconvened  to  continue  the  session.  ) 

Chairman"  Morgan*  :  Will  the  conference  please  come  to  order. 
Having  more  or  less  successfully  projected  ourselves  into  posterity 
by  the  movie  camera,  we  will  now  see  what  we  can  do  with  that 
elusive  prosperity  which  is  just  around  the  corner,  and  while  wait- 
ing for  Mr.  Dykstra's  paper  —  Mr.  Dykstra  not  being  able  to  be 
here— it  has  been  suggested  that  we  proceed  with  the  discussion  of 
the  paper  presented  by  Professor  Lutz.  The  discussion  will  be  led 
by  Mr.  S.  E.  Leland.  Associate  Professor  of  Economics  of  the 
University  of  Chicago. 

S.  E.  Leland  (Illinois)  :  I  think  Mr.  Lutz  has  thoroughly  cov- 
ered the  subject,  that  he  has  left  no  place  for  us  discussers  to  make 
a  worth-while  addition  to  his  program,  or  even  to  comment  on  the 
omissions  in  the  paper.  I  am  so  completely  in  accord  with  the 
program  outlined  by  him  that  I  really  have  nothing  to  dispute,  and 
much  that  I  say  is  only  a  feeble  repetition,  in  much  poorer  form, 
of  the  things  which  he  has  so  fittingly  emphasized. 

Perhaps  after  all  we  represent  a  minority  who  believe  that  gov- 
ernmental expenditures  can  be  controlled,  reduced,  and  certainly 
more  economically  balanced.  In  the  long  run.  of  course,  it  is 
doubtful  whether  public  expenditures  can  in  the  aggregate  be  re- 
duced, providing  our  period  is  sufficiently  long  and  our  population 
contiues  to  grow;  but  certainly  a  better  balance  can  and  needs  to 
be  secured  between  the  relationship  of  public  expenditures,  national 
wealth  and  national  income.  Of  course,  the  relationship  and  the 
balance  there  is  determined  largely  by  the  functions  which  gov- 
ernments perform ;  and  the  amount  of  expenditure  needs  to  be  re- 
lated not  merely  to  the  dollars  spent,  but  to  the  services  secured. 

It  seems  to  me.  as  I  am  sure  it  does  to  most  of  you.  that  we  can 
get  more  government  for  each  dollar  spent,  and  can  get  better 
government  for  fewer  dollars  by  the  application  of  intelligence 
and  some  scientific  procedure  to  our  problem. 

Professor  Lutz  referred  to  the  application  of  cost  accounting 
technique  to  public  expenditures.  He  desires  to  have  us  measure 
standard  services  by  standard  cost  units.     A   few  of  our  govern- 
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ments  have  undertaken  to  do  this,  but  the  measure  has  been  applied 
for  the  most  part  to  minor  services,  such  as  street  cleaning,  sanita- 
tion, fire  protection,  and  to  a  nominal  extent  in  the  field  of  edu- 
cation. 

The  value,  of  course,  of  this  unit-cost  approach  I  mentioned 
yesterday  when  I  pointed  out  that  the  cost  of  one  of  our  new  high 
school  buildings  in  Chicago  exceeded  the  cost  of  our  largest  hotels 
and  our  largest  office  buildings  per  unit  of  construction. 

Now,  I  think  we  all  desire  some  flow  of  services  from  govern- 
ment for  less  money,  but  it  seems  to  me  tbat  we  should  go  beyond 
that  and  determine  if  we  can,  by  some  better  procedures  than  we 
now  have,  what  services  and  functions  government  should  per- 
form, what  services  are  marginal  and  what  services  should  be 
discontinued.  Public  functions  have  grown  largely  by  accretion. 
Pew  have  been  discarded  as  times  have  changed,  and  the  changes 
in  any  event  have  been  very  slight.  This  is  illustrated,  of  course, 
by  the  frequent  examples  of  the  anomalous  situation  in  township 
and  county  government,  and  of  the  situation  existing  in  the  lesser 
functional  units.  The  process  of  analysis  needs  to  be  carried  fur- 
ther, until  we  can  develop  an  objective  technique  and  a  statistical 
measure  for  the  value  of  each  service  performed.  This  is  implied, 
of  course,  in  setting  the  standard  of  performance  upon  which  the 
cost  accounting  analysis  suggested  by  Mr.  Lutz  is  based.  We  have 
applied  that  analysis  functionally  in  reaching  our  conclusions  as  to 
township  and  county  government,  and  at  this  time  when  political 
assemblies  are  discussing  horizontal  decreases,  and  when  marginal 
approach  to  governmental  expenditures  and  governmental  services 
is  most  important. 

Retrenchment  of  the  marginal  type  is  the  technique  of  the  good 
administrator.  Political  retrenchment  is  of  the  opposite  type.  The 
political  retrenchment  takes  form  in  reducing  the  cost  of  the  major 
services,  police  and  fire,  in  order  to  prevent  the  marginal  and  least 
valuable  services  from  being  cut,  making  a  case  for  the  maximum 
amount  of  public  expenditure.  And.  when  we  think  of  the  margin 
we  are  apt  to  overlook  the  valuation  that  should  be  placed  upon 
necessary  and  socially  beneficial  service.  The  citation  of  horrible 
examples  does  not  bring  us  any  nearer  the  solution  than  we  now 
are.  It  seems  to  me  what  is  really  needed  is  continuous  and  careful 
research  by  duly  appointed  and  constituted  research  agents  into  the 
incidence  of  the  benefits  of  governmental  service,  the  cost  of  the 
service,  and  in  many  cases  the  incidence  of  the  burden  for  those 
expenditures.  We  need  to  know  what  is  being  done,  how  it  is 
being  done ;  we  need  to  devise  a  measure  for  the  benefits  which 
individuals  receive  from  services  of  government,  and  a  measure  for 
the  benefits  which  society  as  a  whole  receives  from  those  services, 
placing  in  juxtaposition  with  those  indices,  costs  in  the  aggregate. 
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in  particular,  and  the  tax  bill  which  is  necessary  to  provide  for 
their  payment. 

We  have  begun  to  apply  scientific  valuation  techniques  to  public 
functions.  In  the  field  of  highway  expenditures,  as  Mr.  Lutz 
pointed  out,  we  have  begun  to  base  our  expenditures  for  highway 
purposes  upon  traffic  counts  rather  than  upon  a  counting  of  political 
votes.     The  advantages  of  that  type  of  analysis  are  obvious. 

In  Michigan  there  are  highways  so  wide  that  the  traffic  to  justify 
their  costs  will  not  materialize  in  less  than  forty  years.  In  an- 
other county  in  that  state  the  repair  of  vehicles  and  construction 
machinery,  when  calculated  upon  a  unit-cost  basis,  proved  to  be 
much  higher  than  similar  work  could  be  secured  from  private 
enterprises. 

That  kind  of  analysis  and  that  kind  of  approach  will  give  us  a 
method  by  which  we  may  evaluate  impartially  the  services  of  gov- 
ernment without  continuing  a  bally-hoo  for  reduced  expenditure, 
of  a  most  unworthy  type. 

Xow,  this  kind  of  analysis,  based  upon  an  evaluation  of  ser- 
vices, needs  to  be  applied,  it  seems  to  me,  not  merely  to  state  and 
local  government,  but  to  all  government  from  the  Federal  Govern- 
ment down.  It  may  well  be  applied  to  our  postmasters,  our  army, 
our  navy,  as  well  as  to  janitors  in  the  Chicago  schools. 

This  kind  of  intelligent  analysis  has  been  applied  in  a  few  places 
to  the  location  of  schools  and  fire  departments,  where  we  have 
located  fire  departments  and  even  police  departments  on  the  basis 
of  spot-maps  made  indicating  the  location  of  fires  or  the  perpetra- 
tion of  crimes,  and  thus  we  have  gotten  a  way  whereby  we  can 
locate  these  establishments  in  spots  where  they  are  most  needed. 
The  development  of  long-term  planning  was  alluded  to  and  also 
carries  out  this  same  idea.  Of  course,  as  we  carry  on  that  type  of 
analysis  we  soon  drift  into  a  state  of  mind  where  we  are  advo- 
cating the  creation  of  functional  units. 

Mr.  Lutz  has  pointed  out  the  desirability  of  a  metropolitan  water 
works  for  the  metropolitan  region  in  New  Jersey.  We  have  that 
same  situation  in  Chicago.  I  don't  know  how  many  municipalities 
are  providing  themselves  with  water,  but  I  do  know  that  the  city 
of  Chicago  sells  the  water  to  many  of  the  surrounding  cities  both 
at  wholesale  and  at  retail ;  and  that  these  same  localities  sell  to 
others  at  rates  resembling  those  which  public  utilities  charge  for 
light  services  in  adjacent  towns  where  they  are  not  subject  to  in- 
telligent regulation.  While  the  creation  of  water  districts  is  highly 
important,  we  need  not  stop  there. 

If  I  may  be  permitted  to  cite  further  horrible  examples,  we  have 
others  in  Cook  County  in  the  park  situation.  We  have  three  major 
park  districts,  and  over  fifty  minor  park  districts,  supplying  recrea- 
tion   facilities   to   the   population.     On   top   of   that   there   is  one 
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major  forest  preserve  district,  which  operates  throughout  the  entire 
county,  so  that  consolidation  of  these  districts  is  practical,  but  the 
creation  of  new  functional  units  creates  a  difficult  problem  in  areas 
where  functional  units  are  now  in  the  majority.  If  you  take  the 
number  of  governmental  units  in  the  state,  we  have  over  two  units 
for  every  thousand  people;  and  if  some  of  you  will  count  up  the 
units  in  your  own  states  you  will  find  that  on  a  population  basis 
your  units  probably  are  much  larger  than  you  think. 

On  top  of  that  we  have  two  drainage  districts,  two  or  three 
mosquito-abatement  districts,  in  sections  where  there  have  been  no 
deaths  from  malaria  for  years.  That  kind  of  thing  can  be  carried 
on  practically  without  limit. 

There  are  seventeen  thousand  health  units  in  the  metropolitan 
area  around  Chicago,  in  which  six  million  people  live.  That  same 
number  of  people  are  trying  to  govern  themselves  through  between 
sixteen  hundred  and  seventeen  hundred  independent  political  sub- 
divisions, with  so  many  officials,  I  think,  that  intelligent  people 
cannot  find  out  who  is  qualified  for  office  and  who  is  not.  And  a 
lot  of  that  is  due  to  the  multiplication  of  functional  units,  which 
in  the  beginning  appeared  to  be  desirable,  but  whose  only  excuse, 
it  seems  to  me,  for  existence  is  that  ultimately  they  may  perform 
their  function  and  cease,  or  that  they  soon  may  be  integrated  with 
other  governments  somewhat  further  beyond.  Of  course,  we  need 
more  functional  units.  We  did  have  schools  and  parks,  but  we 
need  a  police  unit  there,  particularly,  in  order  to  keep  the  police 
force  of  one  locality  from  arresting  the  members  of  the  force  in 
other  localities.  The  problem  has  become  very  acute,  and  it  is  a 
very  popular  pastime  for  one  sheriff  to  arrest  the  sheriff  from  the 
neighboring  locality,  who,  of  course,  is  always  speeding  in  pursuit 
of  a  criminal.  But,  these  functional  units  reach  soon  a  point  of 
idiocy,  and  unless  they  are  ready  for  more  general  consolidation 
and  integration,  it  seems  to  me  wre  ought  to  be  somewhat  careful. 
Of  course,  it  is  also  a  short  jump  from  functional  units,  which 
have  little  respect  for  traditional  political  boundaries,  to  the  ques- 
tion of  broader  alignment  of  our  governmental  structure. 

Mr.  Lutz  has  pointed  out  the  unity  of  state  and  local  govern- 
ment, and  the  general  refusal  of  states  to  consider  in  their  recon- 
struction programs  the  local  needs.  Why  not  also  move  somewhat 
in  the  direction  of  greater  unity  among  the  states,  and  between 
the  states  and  the  Federal  Government.  We  have  eliminated  town- 
ships in  our  talk.  We  have  consolidated  counties.  We  have  con- 
sidered local  regional  developments  and  functions;  we  have  tried 
to  train  our  officials  so  they  could  meet  the  problems  of  the  tax- 
payers. We  have  not  really  started  to  educate  the  citizens  so  that 
they  are  fit  to  exercise  the  functions  of  citizenship.  We  had  a 
record  vote  of  about  fifty-six  to  fifty-eight  per  cent  of  the  qualified 
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voters  expressing  themselves  upon  the  last  presidential  election  in 
this  country,  whereas  in  Europe — England  or  Germany — it  would 
be  regretted  very  much  if  they  could  not  get  out  at  least  a  respect- 
able eighty  per  cent  on  the  most  unimportant  issue  upon  which  they 
are  called  upon  to  vote.  Of  course,  all  of  that  is  a  part  of  our 
general  state  of  mind,  and  is  more  deeply  rooted  merely  than  a  dis- 
cussion of  fiscal  control  or  control  of  expenditure.  We  have  not 
changed  in  our  discussions,  at  any  rate,  the  character  of  our  fed- 
eral and  state  relationships,  as  I  mentioned  a  moment  ago.  nor  the 
type  of  political  theory  which  prevents  efficient  government.  It 
seems  to  me  that  it  is  almost  time — probably  not  now  but  in  the 
very  near  future — to  decide  whether  we  are  a  nation  or  a  series 
of  states.  It  is  time  to  support  the  real  alignment  of  some  of  our 
states  functionally,  and  to  consider  a  more  general  interest  in  con- 
solidation of  functions.  Xew  York  City  cannot  adequately  meet  its 
problems  without  regional  government ;  nor  can  Chicago,  Detroit. 
Pittsburgh,  Philadelphia,  St.  Louis  or  Cincinnati,  not  to  mention  a 
great  many  other  places. 

In  our  own  locality  the  raw  industrial  sewage  of  Indiana,  the 
waste  from  Wisconsin,  and  some  from  Chicago,  is  dumped  into 
Lake  Michigan.  The  laws  of  Indiana  prevent  the  dumpage  of  in- 
dustrial sewage  and  other  waste  into  the  potable  waters  of  all  the 
streams  and  lakes  in  that  state  except  Lake  Michigan.  There  are 
twenty  odd  municipalities  which  dump  their  raw  sewage  into  Lake 
Michigan.  The  milk  which  is  condemned  by  the  good  milk  in- 
spection in  the  city  of  Chicago  is  sold  in  adjacent  suburbs,  in 
Illinois,  in  Indiana  and  Wisconsin.  The  contamination  thereby 
spreads  to  Chicago.  A  few  voters  may  respect  political  boundary 
lines,  but  bacteria  and  microbes  haven't  learned  the  trick  yet.  And, 
the  problems  in  such  areas  as  that  indicate  that  we  need  to  en- 
large our  sphere  of  thinking,  to  think  in  terms  of  functional  and 
regional  consolidation,  not  upon  a  mere  state  basis,  but  upon  a 
geographic  basis  which  contemplates  the  needs  of  our  cities  and 
our  communities  regardless  of  how  those  regional  lines  may  trans- 
gress and  pass  over  these  imaginary  lines  which  separate  the  states. 
Of  course,  how  to  get  that  is  a  problem.  A  compact  clause  in  the 
Eederal  Constitution  may  point  the  way. 

It  is  impossible  to  take  up  all  of  the  techniques  which  have  been 
suggested  by  Mr.  Lutz,  and  which  will  be  discussed  on  the  pro- 
gram, the  Indiana  plan  and  others;  but,  if  all  the  devices  which 
have  been  mentioned  thus  far  fail,  there  is  still  one  which  remains 
which  cannot  only  control  fiscal  matters  but  which  can  reduce  ex- 
penditures, and  that  is  municipal  or  state  bankruptcy.  Here  is  a 
type  of  control,  it  seems  to  me.  which  is  needed,  and  which  is  a 
proper  safeguard  for  honest  and  efficient  government.  Interesting 
experiments    and    interesting    legislation    on    that    score    have    been 
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passed  last  year  in  Massachusetts,  New  Jersey  and  North  Carolina. 
It  seems  to  me  that  serious  consideration  should  be  given  to  this 
type  of  fiscal  control  in  many  of  our  states  and  many  of  our 
localities. 

Again  let  me  congratulate  Professor  Lutz  upon  the  thoroughness 
of  his  discussion,  and  to  apologize  for  the  inconclusive  and  ram- 
bling character  of  my  own  remarks. 

Chairman  Morgan  :  The  subject  is  now  open  to  further  dis- 
cussion. 

Franklin  S.  Edmonds  (Pennsylvania):  I  would  like  to  ask 
Doctor  Lutz  whether  or  not  any  community  has  attempted  to  work 
out  unit-cost  accounting  along  the  line  that  he  suggested,  and  also 
along  the  line  that  Doctor  Leland  suggested,  and  if  so.  what  the 
results  of  that  have  been,  and  are  data  available  for  publication  or 
for  use  in  other  communities? 

Chairman  Morgan  :  I  think  I  saw  Doctor  Lutz  go  out.  I  did 
see  him  here  a  few  minutes  ago,  but  he  is  not  here  now. 

Rolland  A.  Vandegrift  ^California)  :  I  do  not  want  to  give 
any  inkling  of  what  I  am  going  to  say  this  afternoon,  but  in  Cali- 
fornia we  have  worked  out  unit-cost  accounting,  and  as  one  of  the 
departments  of  state  budgets  and  accounts,  we  are  expanding  it 
continuously,  and  with  supervisory  control  over  county  budgets. 

Franklin  S.  Edmonds:  Are  the  results  published.  Mr.  Van- 
degrift? 

Rollaxd  A.  Vandegrift:  The  results  are  not  published.  They 
are  used  for  internal  control,  except  where  they  are  published  in  a 
report  made  to  some  official  body. 

Chairman  Morgan  :  I  understand  that  Mr.  Dykstra.  who  is  on 
the  program  for  presentation  of  paper  on  "  The  Rising  Tide  of 
Taxes."  will  not  be  able  to  be  here  personally,  but  that  he  has  sent 
a  paper  which  will  undoubtedly  be  read  this  afternoon,  dependent 
upon  the  afternoon  program. 

Henry  F.  Long:  We  have  a  very  crowded  program  this  after- 
noon. 

Chairman  Morgan  :  Would  somebody  be  kind  enough  to  ask 
Mr.  Query  if  it  is  his  pleasure  that  the  paper  should  be  presented 
now  ?  I  do  not  think  the  program  this  afternoon  will  be  as  long 
as  it  appears,  and  I  also  understand  that  Mr.  Randall  will  not 
be  here. 

Henry  F.  Long:  The  paper  this  morning  ties  in  more  or  iess 
with  this  morning's  discussion. 
12 
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Chairman  Morgan:  If  it  is  the  pleasure  of  the  conference,  I 
will  read  this  paper.     Any  objection? 

i  Xo  objection  from  floor.) 

I.  A.  Acker  (North  Dakota;  :  Mr.  Chairman,  I  would  like  to 
ask  a  question.  I  feel  rather  confused  about  Professor  Lutz's  paper 
and  also  Professor  Leland's.  Just  exactly  where  do  you  expect  to 
start  this?  How  are  you  going  to  bring  it  about?  Where  can  you 
start  ?  What  is  your  plan  ?  What  is  your  scheme  for  reorganiza- 
tion ?     Xow,  that  is  something  I  am  interested  in. 

Chairman  Morgan  :  Will  anyone  answer  the  gentleman? 

I.  A.  Acker:  It  seems  to  me  there  is  a  lot  of  theory  about  a  lot 
of  consolidation  in  these  various  governing  agencies  under  one 
head,  but  how  are  we  going  to  go  about  it? 

Franklin  S.  Edmonds:  Mr.  President,  I  think  that  is  an  ex- 
ceedingly fair  question,  and  one  which  I  cannot  answer,  but  I  will 
be  very  glad  to  point  out  one  or  two  little  things  that  I  think  can 
be  done.  Any  consolidation  depends  necessarily  upon  the  constitu- 
tion of  the  various  states  and  the  legislation  which  has  been  en- 
acted with  reference  to  local  government.  That  was  pointed  out 
yesterday  in  that  very  statesman-like  paper  that  Commissioner 
Maxwell  presented  to  us;  and  consequently  each  community  must 
work  along  its  own  lines. 

In  Philadelphia  we  have  been  interested  in  trying  to  see  what 
we  could  do,  and  we  found  out,  for  instance,  that  it  costs  us  to 
record  deeds  fifteen  and  a  fraction  cents  per  hundred  words, 
whereas  in  Chicago  it  costs  them  three  and  a  fraction  cents  per 
hundred  words.  Xow  there  is  where  I  think  a  study  of  unit  costs, 
if  somebody  will  make  the  data  available  to  us,  may  suggest  to 
different  communities  what  they  can  do.  We  in  Philadelphia  do 
not  want  to  pay,  with  our  heavy  tax  rate,  fifteen  cents  per  hundred 
words  for  recording  deeds  if  another  progressive  and  enterprising 
community,  such  as  Chicago  unquestionably  is,  can  do  it  for  three 
cents.  We  know  a  great  many  things  about  Chicago  which  may 
not  be  to  the  credit  of  its  municipal  administration,  but  there  is 
one  thing  that  is  distinctly  good. 

My  feeling  is  that  as  fast  as  the  men  work  out  unit  costs  they 
ought  to  make  their  results  available  for  all  the  country,  and  then 
I  think  in  each  particular  community  we  ought  to  begin  to  study 
a  little  bit,  and  if  we  find  out  that  there  is  this  disparity  that  I 
have  mentioned  in  one  practical  case,  I  do  not  see  why  it  is  not  a 
perfectly  legitimate  plan  for  the  citizens  of  the  community  that  is 
overcharged  to  start  some  little  investigation  of  its  own  to  see 
what  can  be  done.  I  do  not  believe  myself  that  this  conference 
can   work  out  a  plan   which   will  work  out  consolidation   and  the 
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elimination  of  all  waste  of  local  government,  but  I  do  believe  it  is 
entirely  possible  for  this  conference  to  afford  a  free  forum  for 
ideas  which  we  can  afterward  take  back  to  our  communities  and 
in  our  communities  see  whether  or  not  we  can  make  effective  some 
of  the  things  we  learned.  That  does  not  answer  the  gentleman's 
question,  but  it  does  answer  it  with  reference  to  what  seems  to  be 
the  course  of  action  for  myself,  which  I  shall  be  very  glad  to 
follow  in  my  own  community,  and  I  have  no  doubt  he  will  in  his. 

George  G.  Tuxell  (Illinois)  :  I  feel  very  much  as  the  gentle- 
man down  the  hall  feels  and  as  it  was  said  of  another  situation  by 
one  of  the  great  Presidents  of  the  United  States,  that  we  are  con- 
fronted with  a  condition  and  not  a  theory.  I  think  we  are  now 
confronted  with  a  condition  and  not  a  theory.  I  think  that  there 
are  many  things  that  can  be  done  immediately,  and  I  am  interested 
not  only  in  a  long-time  program  but  an  immediate  program  for 
retrenchment. 

Philip  H.  Zoercher  (Indiana)  :  I  just  want  to  rise  to  a  point 
of  order;  I  think  Mr.  Dykstra's  paper  is  in  order,  and  then  the 
discussion. 

Chairman  Morgax  :  That  is  true.  If  there  is  no  further  dis- 
cussion now,  and  it  is  the  pleasure  of  the  conference,  I  will  pro- 
ceed to  read  the  paper  and  then  we  can  have  further  discussion. 
This  paper  is  by  Mr.  G.  A.  Dykstra,  City  Manager  of  Cincinnati, 
on  "  The  Rising  Tide  of  Taxes." 

THE  RISING  TIDE  OF  TAXES 
c.  a.  dykstra 

City   Manager  of  Cincinnati,  Ohio 

I  think  it  is  true  that  we  have  a  fatalistic  attitude  when  we  use 
the  word  "taxes".  I  have  chosen  to  talk  upon  the  subject  of 
"  The  Rising  Tide  of  Taxes,"  first,  because  of  this  fatalistic  atti- 
tude, and  second,  because  it  seems  to  be  agreed  that  the  tide  is 
rising.  Whatever  other  expenditure  we  may  deny  ourselves,  taxes 
seem  to  be  an  inevitable  expense.  The  fact  that  they  are  assessed 
and  collected  by  governmental  authorities  throws  a  burden  upon 
public  officials  which  has  an  unpleasant  impact  and  an  unpleasant 
result  in  the  relations  of  the  public  and  public  officials.  Upon  this 
impact  there  is  erected  a  general  assumption  that  public  officials 
are  interested  in  nothing  so  much  as  in  spending  public  money, 
and  by  that  same  token,  raising  taxes. 

I  think  we  can  agree  at  the  outset  upon  two  generalizations — 
first,  that  there  is  a  constant  increase  in  the  amount  of  money 
spent  by  public  authority  everywhere ;  and  second,  that  we  have  a 
constant  protest  by  citizens  and  citizen  organizations  against  this 
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increase  in  expenditure.  In  one  sense  this  situation  has  the  result 
of  placing  public  expenditure  authorities  on  the  defense,  and  what 
we  call  taxpayers,  in  the  roll  of  critics.  There  is  supposed  to  be 
some  continuing  conflict  between  these  two  groups  and  a  failure 
on  the  part  of  government  agents  to  guard  the  welfare  of  those 
who  pay  taxes.  And  so  we  find  year  after  year  a  merry  round  of 
controversy  in  which  taxpaying  groups  attack,  and  the  spending 
powers  defend,  their  record. 

We  have  had  too  little  analysis  of  this  struggle,  and  I  am  inter- 
ested for  the  purposes  of  this  paper  to  make  the  analysis.  This 
whole  subject  is  complicated  because  we  have  not  had  the  wit  or 
judgment  either  as  taxpayers  or  as  public  officials,  to  try  to  sim- 
plify it.  If  once  we  could  determine  some  line  of  demarcation 
between  these  two  types  of  expenditure  perhaps  we  could  arrive 
at  sounder  conclusions.  If  we  could  determine  that  government 
authorities  are  restricted  definitely  to  certain  types  of  expenditure 
we  could  find  out  whether  government  costs  are  actually  going  up 
or  down,  and  in  what  proportion. 

There  can  be  no  question  but  that  there  is  a  constant  increase 
in  public  expenditure,  and  in  many  places  a  rather  gradual  and 
constant  increase  in  the  tax  rate.  The  responsibility  for  this  in- 
crease cannot  be  laid  upon  a  definite  set  of  shoulders.  It  may  be 
that  this  increase  is  due  to  the  increased  cost  of  labor  and  materials, 
for  we  have  been  going  through  a  period  for  a  decade  in  which 
both  of  these  factors  work  out  that  way.  Tax  money  as  well  as 
private  money  has  bought  less  than  in  periods  when  prices  were 
down.  The  last  decade,  too,  has  seen  a  tremendous  increase  in  the 
floating  of  bond  issues  for  public  improvement.  Usually  such 
issues  have  been  initiated  by  interested  groups  within  our  popula- 
tion, and  the  voters,  themselves,  have  ratified  the  expenditures. 
This  citizen  demand  has  been  reflected  in  an  increase  in  that  por- 
tion of  the  tax  rate  that  has  to  do  with  the  payment  of  interest 
and  amortization  charges  on  bonds. 

We  must  remember,  also,  that  public  authorities  have  been  im- 
portuned during  the  past  few  years  to  give  more  service,  just  as 
private  business  has  been  asked  for  a  constantly  increased  and 
better  type  of  service.  We  cannot  be  fair  to  our  subject,  therefore, 
without  asking  some  rather  pertinent  questions : 

Are  the  increased  costs  of  public  service  for  the  same  service,  for 
increased  service,  or  for  better  services? 

Are  they  due  to  the  desire  of  public  officials,  to  the  demand  of 
the  bod}'  of  our  citizenship,  to  the  demand  of  special  groups,  or  to 
the  increases  in  prices,  wages,  and  overhead  costs? 

Have  these  increases  any  relation  to  increased  costs  in  all  busi- 
ness and  industry,  or  to  higher  standards  of  living? 
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Do  these  increases  harm  or  hurt  business,  or  do  they  mean  addi- 
tional buying  power  at  any  point  ? 

Do  they  affect  employment  conditions,  or  do  they  check  or  en- 
courage prosperity? 

Is  it  sound  that  a  city  or  a  state  invest  in  more  and  more  ser- 
vices and  more  and  more  goods  ? 

Unless  we  can  answer  such  questions  as  these  we  do  not  get  far 
in  any  discussion  on  the  subject  of  the  rising  tide  of  taxes. 

I  have  looked  in  vain  in  the  publications  of  taxpayers'  leagues 
and  other  organized  bodies  of  protest  for  any  real  analysis  of  any 
of  the  questions  I  have  raised.  Usually  such  studies  as  have  been 
made  for  taxpayers'  leagues  point  out  that  tax  bills  are  getting 
larger,  that  appraisals  are  being  increased,  that  taxing  activities  are 
entering  new  fields,  and  that  government  is  by  one  process  or  an- 
other decorating  itself  with  needless  services.  It  is  asserted  that 
taxes  are  becoming  so  large  that  they  are  a  burden  upon  industry 
and  business;  that  there  is  too  much  interference  and  regulation 
of  private  life  and  industry;  that  government  is  intruding  itself 
into  more  fields;  and  that  we  in  America  are  in  danger  of  the 
acceptance  of  a  mild  form  of  European  Socialism. 

Unquestionably  it  is  a  fact  that  public  authority  is  undertaking 
more  and  more  regulation,  but  it  is  also  a  fact  that  it  cannot  do  so 
without  legal  action  by  legislative  bodies  which  are  assumed  to 
represent  our  whole  people.  Any  such  activity  comes,  then,  as  a 
demand  from  some  large  proportion  of  our  citizens  or  from  special 
groups  who  are  able  to  make  their  demands  heard  in  legislative 
bodies.  It  is  unquestionably  true  that  there  has  been  a  heavy 
demand  from  business  and  industry,  themselves,  for  the  intrusion 
of  government  into  the  business  and  industrial  life  of  the  Nation. 
It  must  be  clear,  therefore,  that  when  government  authority  enters 
a  new  field  it  is  pushed  there  by  those  who  call  themselves  tax- 
payers. It  is  also  true  that  these  same  governmental  authorities  as 
likely  as  not  resist  to  the  last  ditch  this  intrusion  which  is  being 
forced  upon  them. 

One  has  only  to  contemplate  the  present  situation  to  check  the 
truth  of  this  statement.  Governments,  national,  state,  and  local 
have  executed  almost  every  manoeuver  to  keep  from  being  forced 
to  do  something  about  employment  and  unemployment.  Mean- 
while, it  is  private  initiative  as  represented  by  business,  industry. 
social  organizations,  and  taxpayers,  which  insists  that  taxes  must 
be  raised  to  take  care  of  the  emergency  which  is  facing  us  on  all 
fronts.  It  would  seem,  therefore,  that  we  do  see  this  whole  prob- 
lem from  different  points  of  view,  depending  upon  economic  and 
social  conditions  which  confront  us  at  the  moment.  No  matter  how 
rugged  our  individualism  may  be,  or  how  widespread  our  praise 
of  this  individualism,  in  times  of  stress  we  do  turn  to  public  author- 
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ity  for  relief.  The  rather  slow  and  continuous  processes  for  relief 
of  some  kind  from  day  to  day,  all  of  which  are  due  to  the  same 
fundamental  urge,  we  do  not  recognize  as  normal  or  inevitable. 
We  see  the  logic  of  cooperative  undertaking,  however,  when  times 
are  hard  and  we  see  no  other  way  out. 

I  am  trying  to  draw  a  distinction  between  two  types  of  public 
expenditure,  both  of  which  or  either  of  which  may  have  justifica- 
tion. If  it  were  possible  to  single  out  governmental  services  of 
fifty  years  ago  and  compare  the  costs  of  such  services  with  the 
costs  of  the  same  services  today,  it  might  be  possible  to  show  that 
these  per-capita  costs  are  not  rising,  or  at  least  not  rising  so  very 
much.  The  trouble  with  any  statistical  analysis  of  government 
costs  is  that  they  are  made  without  any  perspective  whatever.  A 
categorical  statement  that  the  cost  of  government  in  New  York  City 
today  runs  beyond  the  total  expenditure  by  the  Federal  Govern- 
ment in  the  time  of  President  Jackson  is  interesting,  but  it  means 
nothing.  When  your  grandfather  tells  you  that  as  a  boy  the  total 
family  expenditures  ran  to  $200.00  or  $300.00  a  year,  it  sheds  little 
light  upon  the  problem  of  expenditure  in  the  family  of  a  carpenter 
who  lives  in  New  York  City  in  1931.  It  just  happens  that  these 
are  not  comparable  items  even  though  grandfathers  who  were 
raised  on  virgin  farms  may  think  so. 

One  of  the  things  we  have  to  find  out  has  to  do  with  the  ques- 
tion of  the  shifting  of  long-time  individual  expenditures  into  the 
field  of  public  expenditure.  There  are  so  many  services  which  we 
believe  to  be  individually  and  socially  desirable,  but  which  cannot 
by  any  chance  yield  a  money  profit,  that  we  are  very  likely  to 
project  governmental  authority  into  these  fields.  In  the  last  analysis 
we  do  this  because  we  find  that  it  is  the  way  to  save  money.  The 
trouble  is  that  if  we  save  $25.00  in  personal  expense  by  asking 
public  authority  to  give  us  the  same  service  for  $3.00,  we  credit 
the  savings  in  our  personal  account  and  resent  the  increase  in 
government  cost.  Many  illustrations  are  in  point  here.  The  fact 
that  a  per-capita  expenditure  of  $3.00  per  year  for  the  services  of 
a  fire  department  in  an  American  city  unquestionably  means  much 
higher  per-capita  saving  in  insurance  rates,  is  never  given  any 
prominence  in  a  discussion  of  the  rising  cost  of  government. 

Innumerable  examples  of  this  kind  might  be  cited,  and  they  all 
would  have  a  bearing  on  our  problem.  For  such  reasons  it  is  time 
for  Americans  to  reconsider  the  relation  that  exists  or  ought  to 
exist  between  public  and  private  expenditure,  and  between  public 
expenditure  and  government  costs,  for  whether  we  get  service  fiom 
a  department  store,  a  physician,  a  lawyer,  or  a  telephone  company, 
that  service  costs  money.  Whether  private  or  public,  service  re- 
sults in  expense.  If,  then,  we  demand  increasingly,  service  from 
public  agencies,  there  can  be  no  question  but  that  public  expencii- 
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ture  will  continue  to  increase.  Furthermore,  these  public  services 
have  been  projected  and  increased  because  we,  as  individuals,  have 
discovered  that  we  can  be  served  cheaper  through  our  government 
agency. 

Even  the  most  expensive  service  in  our  cities,  our  police  service. 
confirms  this  argument.  The  cost  of  police  as  set  down  in  any 
budget  seems  heavy.  The  same  citizen  who  remarks  upon  it  may 
be  hiring,  along  with  other  citizens  in  his  immediate  neighborhood, 
a  private  night-watchman  to  go  by  his  house  once  an  hour  during 
the  night.  For  this  service  he  may  be  paying  $5.00  or  $10.00  a 
month.  The  per-capita  cost  of  a  modern  police  service,  motor- 
mounted  and  in  constant  radio  communication  with  headquarters, 
may  run  as  high  as  $5.00  per  capita  per  year.  We  must  not  think 
of  taxes,  therefore,  as  payment  for  which  we  get  no  service,  nor 
are  they  huge  sums  which  public  officials  spend  with  reckless  ex- 
travagance. Rather  they  make  up  sums  which  we,  as  citizens,  have 
determined  to  expend  publicly  instead  of  privately,  and  as  likely 
as  not  spend  publicly  because  it  is  by  all  odds  the  cheaper  way  out. 

I  am  not  for  one  moment  contending  that  public  officials  are 
never  extravagant.  The  same  charge  of  extravagance  would  lie 
against  Americans  in  general,  and  against  business,  industry,  and 
professional  life.  The  President  of  the  United  States  has  time  and 
again  pointed  out  the  waste  that  inheres  in  modern  industry.  Such 
wastes  are  due  to  duplication  of  effort,  heavy  overheads,  what  we 
call  public  relations,  and  many  other  items.  I  should  be  entirely 
willing  to  defend  the  thesis  that  government  costs  are  higher  than 
they  ought  to  be  because  we  still  insist  on  having  too  many  sep- 
arate, individual  governing  and  taxing  authorities.  In  many  metro- 
politan areas  in  the  United  States  we  have  all  sorts  of  duplicating 
and  overlapping  government  agencies  which  we  would  be  wise  to 
do  away  with.  We,  as  a  people,  are  responsible  for  this  situation, 
and  we  continue  to  insist  that,  though  expensive,  we  like  it  better 
that  way.  But  to  prove  that  costs  are  too  high  in  a  single  one  of 
these  agencies  is  a  very  difficult  matter. 

For  lack  of  time  I  have  been  unable  to  bring  together  a  statis- 
tical analysis  of  government  costs  upon  a  comparative  basis  for  the 
various  levels  of  government  authority.  Because  of  the  fact  that 
I  am  compelled  to  prepare  a  budget  in  my  own  city,  however,  I  am 
fairly  familiar  with  the  figures  which  illustrate  the  above  analysis 
of  public  expenditure.  May  I  present  to  you  very  briefly  such  an 
analysis  of  expenditure  on  a  per-capita  basis?  It  is  an  analysis 
that  may  be  made  in  every  community  if  we  are  actually  interested 
in  the  problem  under  discussion.  I  have  tried  to  set  out  what 
might  be  considered  by  most  of  us  regular  government  service  in 
rav  own  citv.     Such  services  would  include : 


184  NATIONAL  TAX  ASSOCIATION 

1.  Legislative  expense 

2.  Court  expense 

3.  Election  costs 

4.  Expenditures  tor  financing  and  collection  offices 

5.  Police 

6.  Fire 

7 .  Markets,  weights,  and  measures 

8.  Maintenance  of  property 

9.  Legal  expense,  such  as  incurred  by  the  solicitor's  office 
In.  General  administration  of  what  is  called  safety  and  public 

works. 

I  find  that  if  I  take  the  last  five  years'  expenditure  of  the  city  of 
Cincinnati  for  analysis  and  study,  the  cost  for  such  services  has 
gone  from  S7.52  per  capita  to  $7.53  per  capita.  Rough  as  these 
figures  may  be,  and  in  spite  of  the  fact  that  we  might  not  be  able 
to  agree  upon  just  what  are  traditional  government  costs  in  Amer- 
ican cities,  the  figures  do  indicate  a  certain  trend,  and  support  in 
some  degree  a  contention  that  certain  overhead  government  cost? 
are  fairly  well  stabilized  in  a  given  five  years. 

Meanwhile,  in  the  same  city,  public  expenditures  have  risen  from 
$16.07  per  capita  to  SI 9.58.  It  is  incumbent,  then,  upon  the  statis- 
tician to  determine  why  the  per-capita  costs  have  risen  $3.50.  I 
find  one  group  of  so-called  government  services  which  account  for 
more  than  two-thirds  of  this  increase.  They  are  the  services  which 
attempt  to  make  city  life  more  tolerable  in  an  urban  and  industrial 
age.  The  hospital  cost,  for  instance,  has  risen  from  $1.53  per 
capita  to  SI. 96.  in  spite  of  the  fact  that  the  per-patient-day  cost  has 
actually  been  reduced.  Comparative  increases  appear  also  in  the 
public  health  service,  parks,  recreation,  the  care  of  unfortunates 
and  indigents,  building  inspection,  and  in  such  codes  as  police  and 
firemen's  pensions.  The  per-capita  cost  for  the  maintenance  of  a 
municipal  university  remains  about  the  same.  In  this  group  of 
services  just  referred  to  I  find  that  there  is  a  per-capita  increase 
during  five  years  of  $2.72.  The  cost  of  government  would  remain 
what  it  was  five  years  ago  if  we  should  be  willing  to  cut  out  these 
services. 

I  find,  also,  that  an  additional  tax  burden  is  laid  upon  a  com- 
munity because  of  the  increasing  demands  for  street  lighting,  for 
traffic  lights,  the  putting  up  of  safety  signs  of  one  kind  or  another. 
and  for  those  activities  having  to  do  with  public  transportation. 
This  increase  amounts  to  19c.  per  capita.  It  is  true,  also,  that  with 
the  coming  of  individual  transportation  in  the  form  of  automobiles, 
the  demand  for  street  widening  and  street  improvement  has  been 
irresistible.  The  demand  for  an  expanded  sewer  system  and  a 
better  treatment  of  the  municipal  sanitation  problem  is  of  the  same 
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kind.  More  and  better  street  cleaning  and  the  more  thorough 
collection  of  municipal  wastes  are  incessantly  asked  for.  Along 
with  these  has  been  the  popular  cry  for  the  establishment  of  air- 
ports to  encourage  air  transportation. 

Now  these  last  items  might  well  be  considered  as  utility  items 
and  consumers  be  forced  to  pay  what  this  service  costs  in  the  form 
of  rates,  as  we  expect  to  do  in  any  water  utility.  Perhaps  we 
should  all  pay  certain  service  charges  for  sewers,  waste  collection, 
the  use  of  widened  streets,  or  for  the  use  of  an  airport.  In  this 
field  citizens  have  found  it  economical  not  to  add  to  such  services 
the  overhead  of  measuring,  billing  and  collecting  independently  for 
each  one.  In  any  event,  however,  I  note  that  there  is  a  52c.  per- 
capita  increase  for  this  type  of  service. 

You  will  note,  then,  that  if  we  differentiate  between  what  we  call 
ordinary  government  cost  and  the  item  known  as  public  expendi- 
ture, it  is  comparatively  easy  to  determine  at  what  spot  these  in- 
creases come,  and  yet  when  we  examine  per-capita  costs  in  each 
item  the  service  is  cheap.  Whether  we  take  the  figure  of  $3.10 
per  capita  for  police  service  or  $2.96  for  fire,  there  should  be  little 
complaint;  55c.  per  capita  spent  for  public  health  does  not  seem 
extravagant;  and  it  does  remain  true  that  an  expenditure  of  $19.58 
per  capita  gives  to  one  city  a  tremendous  number  and  variety  of 
public  services.  This  is  less  than  the  cost  of  a  very  cheap  suit  of 
clothes,  or  an  ordinary  dress.  It  is  perhaps  one  monthly  payment 
on  a  cheap  car. 

Rising  from  a  careful  study  of  per-capita  costs  of  government 
services,  one  is  tempted  to  ask  at  what  market  or  emporium,  or 
where,  in  the  total  field  of  individual  expenditure,  one  gets  quite 
as  much  for  his  money  as  he  does  for  the  item  which  he  turns 
over  to  his  local  community  in  the  form  of  taxes. 

Chairman  Morgan:  Now  we  will  continue  with  the  discussion 
which  was  interrupted. 

Harry  Miesse  (Indiana)  :  Senator  Edmonds  brought  up  a  ques- 
tion, and  I  want  to  say  that  I  think  every  time  he  gets  on  his  feet 
he  says  something  which  is  really  worth  while.  The  senator  called 
attention  to  the  fact  of  the  cost  of  recording  deeds  in  Philadelphia 
and  compared  it  to  the  cost  in  Chicago.  Tonight  in  my  paper  I 
will  not  have  time  to  discuss  this  question.  We  have  the  per-capita 
costs  of  every  county  official  in  the  State  of  Indiana,  we  have 
per-capita  costs  of  every  school ;  we  have  the  per-capita  cost  of 
every  official  in  every  department  in  the  state.  Take,  for  example, 
a  group  of  counties  with  a  population  of  thirty-three  thousand  to 
thirty-five  thousand,  the  per-capita  cost  of  the  county  clerk  in  one 
county  is  seventeen  cents,  in  another  county  of  the  same  group  it 
is  twenty-nine  cents.     There  is  something  wrong  there.     We  take 
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that  to  the  taxpayers,  and  they  will  examine  it  themselves,  and  ic 
is  up  to  them ;  it  is  their  question  to  handle.  We  find  that  they 
have  too  many  deputies,  they  have  too  many  bailiffs  in  one  county, 
to  make  political  jobs.  This  year  they  have  been  cut  out.  We  are 
doing  that  also  with  schools.  We  find  in  the  elementary  schools 
in  one  town  the  per-capita  cost  is  forty  dollars,  in  another  seventy- 
six  dollars,  the  same  service,  and  the  same  enrollment  about.  We 
have  made  those  comparisons,  and  I  will  show  you  the  sheet  to- 
night covering  every  department  and  every  official.  It  is  working 
out  perfectly  wonderful  in  our  state  and  we  are  getting  some  place. 
The  people  ask  me,  "What  are  you  going  to  do  about  it?" 
Here  is  your  answer:  "Here  is  your  neighboring  county,  paying 
fifty  per  cent  less  for  the  same  service  that  you  are  paying."  YVe 
find  it  is  a  perfectly  wonderful  thing  in  our  organization,  and  we 
are  doing  just  what  you  said  you  proposed  to  practice  at  home. 

Rollaxd  A.  Vandegrift  (California)  :  I  would  like  to  speak  a 
little  further  to  Senator  Edmonds'  question.  I  carry  around  with 
me  a  little  black  book,  and  it  has  in  it  some  of  the  unit  costs  that 
he  is  interested  in.  I  did  not  carry  on  as  far  as  I  could  have  in 
regard  to  Cook  County  recording.  I  made  a  study  of  the  cost  of 
recording  throughout  the  United  States.  Before  Cook  County 
adopted  its  present  system,  it  cost  them  five  cents  a  folio,  or  thirty- 
five  cents  a  page.  Now,  it  costs  them  thirteen  cents  a  page,  twenty- 
six  cents  a  sheet,  which  used  to  cost  them  seventy  cents.  You  can 
do  exactly  the  same  thing  in  Philadelphia  or  any  city  if  you  adopt 
photographic  recording.  The  only  trouble  we  have  in  California 
is  that  the  county  employees'  association  is  so  well  organized  that 
we  have  not  been  able  to  get  it  through  the  legislature,  and  that 
is  the  whole  story  on  that. 

Coming  down  to  the  cost  of  hospitalization  of  the  county,  it  runs 
as  low  per  patient  per  day  as  one  dollar  and  eighty-five  cents. 
One  of  them  is  wrong.  The  unit  cost  of  education  in  one  county 
is  two  hundred  and  eighty- four  dollars  per  capita,  and  in  another 
county  two  hundred  and  sixty-three  dollars  per  capita.  We  find 
that  the  same  educational  facilities  in  the  junior  college  cost  four 
times  as  much  as  in  the  university,  for  the  same  service.  We  can 
go  on  through  for  the  unit  cost  of  roads,  in  different  parts  of  the 
state,  the  unit  cost  for  gravel,  the  unit  cost  for  practically  every- 
thing. 

Coming  to  the  budget  for  the  state  institution,  we  know  how 
many  patients  there  should  be  per  attendance,  we  know  how  many 
patients  there  should  be  per  doctor.  We  budget  on  that  basis. 
We  know  what  it  should  cost  a  unit  for  food,  for  clothing.  We 
know  what  it  costs  under  restraint  and  without  restraint;  we  know 
it  should  cost  not  more  than  two  hundred  and  forty-five  dollars  per 
year  to  take  care  of  an  inmate  in  the  penitentiary.     Then  we  need 
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to  know  how  many  people  we  are  going  to  have  in  the  penitentiary, 
so  we  figure  out  over  a  period  of  years  about  the  number  of  crimi- 
nals we  will  have.  In  the  school  estimate,  in  the  last  projection 
we  came  within  three-tenths  of  one  per  cent,  projecting  the  figures 
two  years  in  advance.  We  use  those  unit  costs.  They  are  the 
yardsticks  that  are  essential  in  budgeting,  and  without  them  you 
cannot  have  an  intelligent  budget.  I  could  give  you  a  lot  more  of 
unit  costs  that  I  have  worked  out.  We  have  one  institution  in  the 
state  that  costs  close  to  five  hundred  dollars  per  youngster  to  take 
care  of,  wards  of  the  court.  We  know  what  it  costs;  we  know 
it  costs  too  much,  and  we  cut  it  down  this  year.  We  know  what 
it  costs  to  take  care  of  a  prisoner  on  parole,  the  unit  cost.  They 
are  not  as  well  worked  out  yet  as  they  should  be,  and  that  is  one 
of  the  things  we  might  very  well  do  and  follow  the  suggestion  of 
Doctor  Lutz.  I  hesitated  to  get  up  and  say  this  now,  for  I  ex- 
pected to  talk  quite  a  while  this  afternoon,  giving  you  some  of  our 
actual  experience ;  but  these  are  unit  costs  we  are  using.  I  carry 
this  little  book  with  me  all  the  time,  and  on  the  first  page  it  says 
something  like  this :  The  cost  of  local  and  state  government,  the 
last  figures  completely  available,  1928,  Nevada  highest,  eighty-six 
dollars  and  eighty-four  cents,  California  second,  seventy-eight  dol- 
lars and  sixteen  cents,  New  York  third,  seventy-six  dollars  and 
ten  cents;  the  average  for  the  United  States,  forty-eight  dollars 
and  twenty- four  cents;  California  twenty-nine  dollars  and  ninety- 
two  cents  greater  than  the  average.  All  I  need  to  do  is  to  look 
on  that  page  and  see  that  we  still  have  plenty  to  do. 

Chairman    Morgan  :    Unless    there    is    further    discussion,    the 
conference  will  stand  recessed  until  2 :  30  P.  M. 

(Recess.) 


SIXTH  SESSION 
Wednesday,  October  14,  1931,  2:30  P.  M. 

Chairman  Smith  :  The  conference  will  please  come  to  order. 
The  secretary  desires  to  make  a  few  announcements  before  we 
start  on  our  regular  program. 

Secretary  Query:  I -have  been  requested  to  announce  that  a 
meeting  of  the  executive  committee  of  the  National  Tax  Associa- 
tion will  be  held  tomorrow  morning,  immediately  after  the  morn- 
ing session.  The  executive  committee  is  composed  of  the  officers 
of  the  association  and  the  last  three  presidents,  Messrs.  Graves, 
Lutz  and  Fairchild,  and  nine  elective  members,  as  follows :  Messrs. 
Baer,  Norman.  Zoller,  Morrissett,  Waterman,  Riley,  Cady,  Hirst 
and  Spalding.  These  gentlemen  are  requested  to  meet  in  the  head- 
quarters room  just  in  the  rear  of  the  registration  desk  tomorrow 
morning.  There  are  some  important  matters  that  must  be  at- 
tended to. 

The  railroad  agents  ask  that  all  who  left  railroad  certificates  at 
the  desk  call  for  certificates  some  time  during  the  afternoon.  They 
wish  to  be  relieved  of  the  responsibility  of  holding  the  tickets. 

I  have  also  been  asked  to  announce  that  the  Pathe  News  reel 
which  was  taken  today  will  be  shown  in  the  theatres  of  Atlanta 
Friday  evening  at  the  last  performance. 

Chairman  Smith  :  I  want  to  add  to  the  announcements  made 
by  the  secretary,  that  there  will  be  a  meeting  of  the  resolutions 
committee  in  this  room  immediately  after  this  afternoon's  session. 

The  subject  of  "  Control  of  Public  Expenditures  "  will  be  con- 
tinued at  this  afternoon's  session.  Doctor  Milbank  Johnson  of 
California  has  kindly  consented  to  preside  at  this  session,  and  he 
needs  no  introduction  to  this  meeting.  I  will  ask  the  doctor  to 
take  the  chair. 

Milbank  Johnson,  presiding. 

Chairman  Johnson  :  It  is  a  particular  pleasure  to  me  to  have 
the  honor  of  presiding  over  one  of  these  sessions  at  which  gov- 
ernment expenditures  is  the  special  consideration.  I  am  going  to 
call  the  speakers'  attention  to  the  rules  as  laid  down  by  the  con- 
ference, and  I  am  going  to  try  to  give  you  the  proper  service. 
I  am  verv  much  pleased  to  be  able  to  introduce  to  vou  todav   a 

(188) 
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fellow  Californian.  This  gentleman  was  connected  with  the  Cali- 
fornia Taxpayers  Association,  as  its  director  of  research,  later  as 
its  general  secretary,  and  then  he  was  elevated  by  our  present 
Governor  to  Director  of  Finance  of  the  State  of  California.  I  take 
this  opportunity  of  presenting  to  you  Mr.  Rolland  A.  Vandegrift. 
of  Sacramento,  who  will  discuss  with  you  budget  control  of  state 
expenditures — Mr.  Vandegrift. 

CONTROL  OF  STATF  EXPENDITURES   THROUGH 
BUDGETING  AND  BUDGETARY  PROCEDURE 

ROLLAXD    A.    VAXDEGRIFT 
Director  of  Finance,  State  of  California 

I  appear  before  you  today  in  a  different  role  from  that  I  have 
held  at  revious  meetings  of  these  conferences.  Formerly  I  have 
represented  the  California  Taxpayers'  Association  and  have  ap- 
proached the  matter  of  taxes  and  their  administration  from  the 
viewpoint  of  the  taxpayer.  With  this  viewpoint  I  have  enjoyed 
these  conferences  on  previous  occasions.  The  discussion  I  have 
had  with  the  members  of  the  conferences  have  been  very  helpful. 
Formerly  my  viewpoint  was  directed  primarily  to  the  control  of 
governmental  expenditures.  I  have  advocated  numerous  programs 
and  measures  for  controlling  such  expenditures.  Today  I  have  the 
same  viewpoint  but  from  a  different  approach.  Officially  repre- 
senting the  State  of  California  as  its  Director  of  Finance,  respon- 
sible for  the  business  management  and  control  of  $275,000,000 
allocated  for  the  state's  expenditure  program  for  the  next  bien- 
nium,  I  am  looking  at  the  matter  through  the  eyes  of  a  public 
official,  but  always  conscious  that  I  am  managing  the  taxpayers' 
money.  I  believe  that  with  my  new  approach  I 'shall  now  obtain 
even  more  valuable  assistance  from  this  conference. 

My  experience  as  a  public  official  is  comparatively  short.  It 
was  only  last  November  that  I  assumed  the  responsibility  of  mak- 
ing the  state  budget  and  laying  out  the  program  of  expenditures 
for  California.  Since  January  of  this  year  I  have  been  directing 
this  program  of  expenditure  and  the  fiscal  affairs  of  the  state 
insofar  as  that  responsibility  reposes  in  the  department  of  finance. 
In  these  eleven  long  months  I  have  had  an  experience  in  budget- 
ing and  budgetary  control  for  state  purposes  which  has  been  con- 
centrated, indeed,  and  which  I  believe  is  second  to  that  of  no 
other  state  official  in  the  Union.  The  message  I  bring  to  you  today 
comes  out  of  California's  experience.  It  is  a  story  of  evolution 
and  development,  and  coming  at  this  particular  time  of  financial 
depression  when  state  revenues  throughout  the  land  are  falling  off, 
will  interest  vou  as  a  demonstration  of  one  method  of  controlling 
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state  expenditures.  California  has  a  rather  unique  history  in  the 
development  of  control  of  state  expenditures  and  one  which  demon- 
strates the  effectiveness  of  our  budget  system  and  our  method  of 
exercising  budgetary  control. 

The  experiences  of  the  Director  of  Finance  of  the  State  of 
California  under  conditions  which  have  existed  since  last  Novem- 
ber have  been  interesting,  varied,  and  particularly  trying.  Not 
only  have  we  had  the  necessity  of  adjusting  affairs  of  a  new  and 
incoming  administration  with  a  different  philosophy  of  government 
from'  that  of  the  retiring  one,  but  we  have  had  to  meet  changing 
conditions  caused  by  a  financial  depression  of  unprecedented  length 
with  revenues  falling  far  short  of  their  normal  expectancy. 

Coupled  with  the  problems  attendant  upon  a  changing  adminis- 
tration has  come  the  complication  of  reapportionment,  both  con- 
gressional and  state.  Adding  the  last  touch  to  the  conflicting  rami- 
fications of  state  administration  has  been  the  usual  meeting  of  an 
unusual  legislature — a  legislature  bitterly  divided  over  the  speaker- 
ship fight,  reapportionment,  and  numerous  other  measures.  As  if 
this  were  not  sufficient,  the  legislature  had  before  it  many  problems 
and  measures  directly  affecting  budgeting,  budgetary  control  and 
revenues.  A  legislative  tax  committee,  working  during  the  in- 
terim, presented  a  report  which  called  for  legislative  action.  The 
people  of  the  state,  by  their  direct  vote  on  the  same  ballot  which 
brought  in  the  new  administration,  had  approved  tax  reductions 
on  two  major  classes  of  state  taxpayers.  The  legislature  likewise 
had  before  it  a  measure  approved  by  the  vote  of  the  people  calling 
for  the  setting  up  of  a  state  employees'  retirement  act  which,  on  a 
minimum  basis,  would  cost  approximately  $1,600,000  for  the  bien- 
nium.  By  direction  of  the  vote  of  the  people  the  legislature  was 
also  required  to  pass  upon  a  provision  for  the  indemnification  for 
tubercular  cattle  slaughtered  to  prevent  the  spread  of  disease. 

Beside  the  ordinary  divisions  in  the  legislature,  there  at  once 
sprung  up  an  economy  bloc  of  major  proportions,  particularly 
dominant  in  the  senate.  This  economy  bloc,  sincerely  motivated 
by  the  feeling  that  strict  economy  was  necessary,  but  not  realizing 
fully  the  entire  problem  of  adjusting  state  expenditures,  set  out  to 
cut  six,  eight  or  ten  million  dollars  (or  more)  from  the  budget 
presented  by  the  administration.  Such  a  program  would  have  de- 
moralized the  arrangement  of  the  budget  as  recommended  and 
would  have  had  the  effect  of  crippling  and  reducing  some  state 
services  and  entirely  eliminating  others  without  complete  regard 
for  the  needs  of  the  state  as  a  whole.  Fortunately  the  administra- 
tion, through  carefully  presenting  the  budget  and  its  provisions  to 
this  economy  bloc  and  to  the  finance  committee  of  the  senate,  was 
able  to  pass  the  budget  exactly  as  recommended. 
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California  Pioneers  in  State  Budgeting 

Since  California  is  one  of  the  first  states  in  the  Union,  if  not 
the  pioneer  state,  to  provide  for  a  complete  executive  budget,  it 
will  be  interesting  to  review  briefly  the  development  of  the  state 
budget. 

Period  of  No  Budgets  (Prior  to  1913) 

Prior  to  the  year  1913  there  were  no  California  state  budgets. 
Appropriations  for  various  state  departments,  institutions  and  agen- 
cies were  secured  by  the  presentation  of  arguments  for  such  appro- 
priations before  the  respective  committees  of  the  legislature.  State 
officers  and  interested  parties  with  the  greatest  political  influence 
secured  for  their  respective  activities  the  largest  appropriations. 
Those  having  little  political  influence  suffered.  Appropriations  for 
those  having  political  influence  were  often  in  excess  of  the  amounts 
actually  needed  or  that  could  legitimately  be  claimed  for  the  sup- 
port of  such  activities. 

Under  such  conditions  extravagance  and  waste  were  prevalent. 
State  officers  and  others  with  less  political  influence  had  to  be 
content  with  small  appropriations  which  in  many  cases  were  far 
from  adequate  to  carry  out  properly  the  work  of  their  respective 
agencies.  There  was  no  general  consideration  given  to  the  entire 
expenditure  program  of  the  state  with  the  desire  of  providing 
adequately  for  all  necessary  functions  so  that  the  public  might 
best  be  served. 

Period  of  Informal  Budgets  (1913-1921  Inclusive) 

With  the  creation  of  the  state  board  of  control  in  1911  and  con- 
tinuing through  the  year  1921,  came  a  period  of  informal  budgets. 
The  act  creating  the  board  of  control  provided  that  the  board 
should  submit  a  report  thirty  days  before  the  meeting  of  the  legis- 
lature showing  its  recommendations  for  appropriations  to  be  made 
by  the  legislature.  These  reports  or  informal  budgets,  however, 
were  not  in  detail  and  covered  but  sixty  to  seventy  per  cent  of  the 
total  actual  state  expenditures.  All  of  these  budgets,  so-called, 
omitted  proposed  expenditures  from  special  funds.  Moreover,  dur- 
ing this  period  political  influence  was  still  exerted  to  secure  special 
appropriations  in  addition  to  amounts  recommended  to  the  legisla- 
ture by  the  board  of  control  in  these  informal  budgets.  In  fact, 
prior  to  1927  members  of  the  legislature  never  had  before  them  a 
complete  picture  of  what  the  state  was  expending  in  the  operation 
of  its  various  activities.  During  this  entire  period  there  was  much 
talk  about  a  comprehensive  budget.  The  use  of  the  informal 
budget  was  so  far  superior  to  the  old  method  of  securing  appro- 
priations and  was  patently  so  much  fairer,  that  the  development  of 
a  complete  budget  commanded  considerable  attention.     Numerous 
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leading  citizens  and  civic  organizations  began  to  advocate  an  exec- 
utive budget. 

The  Constitutional  Executive  Budget  (Effective  1923) 

Realizing  that  no  government,  either  national,  state,  county  or 
municipal,  can  have  an  efficient  administration  unless  it  has  estab- 
lished and  made  use  of  a  comprehensive  budget  and  exercised 
budgetary  control,  certain  civic  organizations  in  1922  secured  the 
adoption  of  an  initiative  measure  providing  for  a  state  executive 
budget.  The  Commonwealth  Club  of  California  was  one  of  the 
leading  organizations  in  passing  the  initiative  measure. 

Authorizing  the  Executive  Budget 

The  constitutional  amendment  providing  for  the  executive  budget 
became  effective  in  1923.  This  provision  is  found  in  Section  34 
of  the  state  constitution.     It  reads  as  follows: 

"  The  Governor  shall,  within  the  first  thirty  days  of  each 
regular  session  of  the  legislature  and  prior  to  its  recess,  submit 
to  the  legislature,  with  an  explanatory  message,  a  budget  con- 
taining a  complete  plan  and  itemized  statement  of  all  proposed 
expenditures  of  the  state  provided  by  existing  law  or  recom- 
mended by  him.  and  of  all  its  institutions,  departments,  boards, 
bureaus,  commissions,  officers,  employees  and  other  agencies, 
and  of  all  estimated  revenues,  for  each  fiscal  year  of  the  en- 
suing biennial  period;  together  with  a  comparison,  as  to  each 
item  of  revenues  and  expenditures,  with  the  actual  revenues 
and  expenditures  for  the  first  fiscal  year  of  the  existing  bien- 
nial period  and  the  actual  and  estimated  revenues  and  expen- 
ditures for  the  second  fiscal  year  thereof.  If  the  proposed 
expenditures  for  the  ensuing  biennial  period  shall  exceed  the 
estimated  revenues  thereof,  the  Governor  shall  recommend  the 
sources  from  which  the  additional  revenue  shall  be  provided. 
The  Governor,  and  also  the  governor-elect,  shall  have  the 
power  to  require  any  institution,  department,  board,  bureau, 
commission,  officer,  employee  or  other  agency  to  furnish  him 
with  any  information  which  he  may  deem  necessary  in  con- 
nection with  the  budget  or  to  assist  him  in  its  preparation. 
The  budget  shall  be  accompanied  by  an  appropriation  bill 
covering  the  proposed  expenditures,  to  be  known  as  the  budget 
bill.  The  budget  bill  shall  be  introduced  immediately  into  each 
house  of  the  legislature  by  the  respective  chairmen  of  the 
committees  having  to  do  with  appropriations,  and  shall  be 
-abject  to  all  the  provisions  of  section  fifteen  of  this  article. 
The  Governor  may  at  any  time  amend  or  supplement  the  budget 
and  propose  amendments  to  the  budget  bill  before  or  after  its 
enactment,    and    each    such    amendment    shall    be    referred    in 
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each  house  to  the  committee  to  which  the  budget  bill  was 
originally  referred.  Until  the  budget  bill  has  been  finally  en- 
acted, neither  house  shall  place  upon  final  passage  any  other 
appropriation  bill,  except  emergency  bills  recommended  by  the 
Governor,  or  appropriations  for  the  salaries,  mileage  and  ex- 
penses of  the  senate  and  assembly.  No  bill  making  an  appro- 
priation of  money,  except  the  budget  bill,  shall  contain  more 
than  one  item  of  appropriation,  and  that  for  one  single  and 
certain  purpose  to  be  therein  expressed.  In  any  appropriation 
bill  passed  by  the  legislature,  the  Governor  may  reduce  or 
eliminate  any  one  or  more  items  of  appropriation  of  money 
while  approving  other  portions  of  the  bill,  whereupon  the  effect 
of  such  action  and  the  further  procedure  shall  be  as  provided 
in  section  sixteen  of  this  article.  Section  twenty-nine  of  this 
article  is  hereby  repealed.  In  case  of  conflict  between  this 
section  and  any  other  portion  of  this  constitution,  the  pro- 
visions of  this  section  shall  govern,  except  that  any  item  of 
appropriation  in  the  budget  act,  other  than  for  the  usual  cur- 
rent expenses  of  the  state,  shall  be  subject  to  the  referendum. 
The  legislature  shall  enact  all  laws  necessary  or  desirable  to 
carry  out  the  purposes  of  this  section,  and  may  enact  addi- 
tional provisions  not  inconsistent  herewith." 

Features  of  the  Constitutional 
Executive  Budget  Amendment 

The  executive  budget  amendment  to  the  California  constitution 
is  recognized  to  be  one  of  the  outstanding  pieces  of  legislation  in 
the  United  States  dealing  with  public  finances. 

In  the  first  place,  the  legal  authority  for  the  budget  is  in  the 
constitution  itself  where  it  cannot  be  easily  dislodged  or  tampered 
with.  Too  often  mere  legislative  acts  prescribing  executive  budgets 
are  so  emasculated  when  they  emerge  from  the  legislature  as  to  be 
rendered  practically  inoperative. 

The  important  features  of  the  California  budget  amendment 
which  I  wish  to  emphasize  are : 

First,  it  is  mandatory  that  the  Governor  submit  a  complete  budget 
to  each  regular  session  of  the  legislature. 

Secondly,  the  Governor  must  recommend  new  sources  of  revenue 
if  existing  sources  are  inadequate. 

Third,  in  order  to  assure  proper  consideration  of  the  budget  the 
constitutional  amendment  provides  that  "  until  the  budget  bill  has 
been  finally  enacted  neither  house  shall  place  upon  final  passage 
any  other  appropriation  bill  except  emergency  bills  recommended 
by  the  Governor  .  .  ." 

Fourth,  it  is  definitely  stated  that  "  no  bill  making  an  appropria- 
13 
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tion  of  money  except  the  budget  bill  shall  contain  more  than  one 
item  of  appropriation  .  .  ." 

Fifth,  in  order  that  the  Governor  may  possess  full  responsibility 
and  may  control  to  the  largest  degree  the  appropriation  of  money, 
"  the  Governor  may  reduce  or  eliminate  any  one  or  more  items  of 
appropriation  of  money  while  approving  other  portions  of  the 
bill  .  .  ." 

Sixth,  in  order  that  an  incoming  governor  may  properly  pre- 
pare his  budget  and  have  it  in  shape  to  present  to  the  legislature, 
it  is  provided  that  "  the  governor-elect  shall  have  the  power  to  re- 
quire any  institution,  department,  board,  bureau,  commission,  officer, 
employee  or  other  agency  to  furnish  him  with  any  information 
which  he  may  deem  necessary  in  connection  with  the  budget  or  to 
assist  him  in  its  preparation." 

The  General  Operation  of  the  Budget  under  the  Act 

Certain  of  these  features  are  worth  emphasizing  more  strongly 
and  considering  in  connection  with  the  actual  operation  of  the 
budget  under  this  constitutional  provision. 

It  will  be  noted  that  the  constitution  requires  that  "  the  Gov- 
ernor shall  .  .  .  submit  to  the  legislature  ...  a  budget  containing 
a  complete  plan  and  itemized  statement  of  all  proposed  expendi- 
tures of  the  state  provided  by  existing  law  or  recommended  by 
him  .  .  ." 

The  budget  submitted  to  the  1923  legislature,  which  was  the  first 
budget  prepared  under  the  new  law,  was  drawn  up  in  such  a  way 
as  to  indicate  budget  recommendations  aggregating  only  about 
fifty-six  per  cent  of  the  actual  expenditures  for  the  period. 
Clearly,  the  provisions  of  the  constitutional  amendment  were  not 
carried  into  effect. 

The  1925  budget,  the  second  one,  made  no  recommendations  as 
to  expenditures  from  special  funds.  It  is  true  that  statements  con- 
cerning receipts  and  expenditures  of  certain  of  these  funds  were 
appended  to  the  budget  document  but  were  not  included  in  any 
summary  statements.  "  The  recapitulation  of  estimated  revenues 
and  budget  recommendations "  showed  budget  recommendations 
for  the  77th  and  78th  fiscal  years  totaling  $103,430,275.  The 
actual  total  expenditure  from  all  funds  for  this  period  was  $174,- 
425,044. 

The  presentation  of  these  two  budgets  in  such  a  manner  caused 
considerable  confusion  and  gave  rise  to  much  controversy  as  to 
what  actually  was  the  total  amount  of  state  expenditures.  For- 
tunately, the  confusion  and  the  adverse  criticism  was  not  of  suffi- 
cient moment  to  overcome  the  favorable  sentiment  supporting  the 
executive  budget  and  cause  its  repeal. 

The  1927  budget,  to  paraphrase  the  message  it  contained,  struck 
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out  along  new  lines  and  frankly  included  every  expenditure  of 
state  funds,  thus  removing  all  possible  grounds  of  budget  contro- 
versy and  satisfying  the  budget  requirements  of  the  constitution. 
Best  of  all,  it  provided  for  the  people  of  the  state,  the  taxpayers 
who  pay  the  bills,  complete  knowledge  of  the  cost  of  every  activity 
of  the  state  government.  The  1927  budget  may  be  said  to  be  the 
first  relatively  complete  budget  of  the  State  of  California. 

The  policy  of  presenting  a  complete  budget  of  all  state  expendi- 
tures was  repeated  in  1929  and  was  continued,  with  amplifications 
and  improvements,  in  the  1931  budget  which  has  just  been  char- 
acterized in  the  Xational  Municipal  Rcviezu  as  one  of  "  the  out- 
standing budgets  in  the  United  States."'  I  am  proud  of  this  achieve- 
ment; this  1931  budget  is  my  baby. 

Efficacy  of  the  California  State  Budget 

In  considering  the  status  and  the  efficacy  of  the  California  state 
budget  one  must  not  lose  sight  of  the  very  important  fact  that 
more  than  two-thirds  of  the  total  expenditures  by  the  state  are  not 
subject  to  current  legislative  or  administrative  control.  These  ex- 
penditures are  fixed  by  the  constitution  or  statutory  enactment  and 
are  largely  chargeable  to  the  direct  mandate  of  the  people. 

The  state's  share  for  the  support  of  elementary  and  high  schools 
is  an  example  of  a  fixed  charge.  The  amount  which  the  state 
must  pay  each  year  is  determined  by  the  average  number  of  stu- 
dents in  attendance  during  the  preceding  year.  An  amount  of  $30 
per  unit  of  average  daily  attendance  is  required  to  be  appropriated 
automatically  for  this  purpose. 

An  outstanding  example  of  a  statutory  fixed  or  continuing  ap- 
propriation is  the  provision  in  regard  to  the  expenditures  for  high- 
way construction  and  maintenance.  Certain  sources  of  revenue, 
such  as  the  motor  fuel  tax,  are  available  only  for  highway  pur- 
poses. The  acts  authorizing  such  revenue  definitely,  specifically, 
and  continuously  appropriate  all  of  the  funds  obtained  from  these 
sources.  Obviously  such  fixed  charges  cannot  be  reduced,  in- 
creased, or  in  any  manner  controlled  through  the  operation  of  the 
executive  budget.  Their  inclusion  in  the  budget  document  is  im- 
portant, however,  in  order  that  information  may  be  given  as  to  the 
complete  expenditure  program  of  the  state. 

How  the  State  Budget  is  Prepared 

Most  of  you.  I  believe,  will  be  greatly  interested  in  hearing 
something  of  the  story  of  just  how  the  state  budget  is  prepared. 
The  successful  preparation  of  a  state  budget  rests  primarily  on  the 
continuing  and  permanent  staff  of  accountants  and  statisticians 
who  from  year  to  year  perform  the  detail  work  of  making  the 
budget.      It   is   to   this   group   of   sincere,    conscientious   and   loyal 
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state  employees  that  I  wish  to  pay  particular  tribute.  Without 
their  careful  work  no  state  budget  could  be  prepared  satisfactorily. 

Approximately  six  months  or  more  before  the  convening  of  the 
legislature  requests  are  sent  out  by  the  division  of  budgets  and 
accounts  to  every  state  agency  asking  them  to  present  to  this  divi- 
sion of  the  department  of  finance  a  budget  showing  the  actual  or 
recommended  expenditures  for  the  ensuing  biennium.  These  bud- 
gets, as  prepared  by  the  departments  and  agencies,  are  carefully 
analyzed  by  the  division  of  budgets  and  accounts.  A  date  is  then 
set  for  a  hearing  with  the  director  of  finance  and  the  agency  con- 
cerned. After  a  thorough  and  detailed  discussion,  these  prelimi- 
nary budgets  are  revised  in  accordance  with  the  agreements  and 
decisions  reached  at  the  hearing. 

These  hearings  are  not  cursory  affairs  but  are  most  intense,  and 
motivated  by  the  general  purpose  of  allocating  sufficient  funds  to 
carry  on  the  necessary  services  of  the  state  government  and  mak- 
ing certain  that  no  excessive  amounts  are  allowed  and  that  the 
greatest  possible  economy  and  efficiency  are  to  be  secured.  If 
necessary,  for  the  reason  that  a  general  agreement  cannot  be 
secured  and  more  information  is  required  or  an  amended  plan  must 
be  drawn  up,  further  conferences  are  held  to  discuss  the  revised 
budgets. 

When  the  budgets  of  each  department  have  been  finally  reviewed 
and  tentatively  drafted,  then  the  Director  of  Finance  and  his  re- 
sponsible staff  review  the  entire  set-up  to  determine  if  proper  bal- 
ance has  been  secured  amongst  the  several  departments,  divisions, 
and  agencies  in  the  state  government.  It  may  be  necessary  to  make 
adjustments  here  and  there  so  as  to  keep  the  program  for  expendi- 
tures within  possible  revenue. 

When  the  budgets  have  finally  been  revised  and  approved  for 
the  several  departments  they  are  set  in  type  and  arranged  in  proper 
order  for  printing  in  book  form. 

It  is,  of  course,  presumed  that  the  Director  of  Finance  has  been 
in  continuous  consultation  with  the  Governor  in  preparing  this 
executive  budget  so  that  the  chief  executive  is  fully  informed  and 
fully  in  agreement  with  the  budget  as  presented. 

This  process  sounds  simple  but  that  is  far  from  the  actual  fact. 
When  a  budget  the  size  of  that  for  the  State  of  California,  plan- 
ning for  the  expenditure  of  approximately  $275,000,000  is  being 
formulated  and  a  balance  is  being  secured  as  between  the  expendi- 
ture- proposed  for  the  several  departments,  feelings  grow  tense. 
Every  energy  and  ingenuity  must  be  exercised  to  come  to  a  happy 
and  satisfactory  agreement  insofar  as  it  is  possible  with  every  ad- 
ministrative head  feeling  that  the  appropriations  for  his  depart- 
ment are  the  most  important. 

While  the  final  budget  shows  in  detail  the  proposed  expenditures 
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for  every  state  agency  for  the  ensuing  biennium,  it  does  not  hold 
that  the  final  use  of  the  money  must  conform  in  every  particular 
with  the  exact  amount  set  forth  therein.  However,  it  should  be 
recognized  that  the  budgeted  amount  is  the  controlling  amount  and 
that  as  far  as  it  is  humanly  possible  and  is  for  the  best  interests 
of  the  state,  the  budget  should  be  followed  in  making  actual  ex- 
penditures. 

In  setting  up  the  estimate  of  revenues  in  the  budget  the  very  best 
estimates  are  secured  from  all  of  the  state  agencies  having  to  do 
with  the  assessing  and  the  collecting  of  taxes.  These  estimates 
are  carefully  analyzed,  reviewed,  and  tested  by  the  budget  staff. 
The  budget  staff  also  makes  its  own  independent  estimates  and 
checks  all  of  these  against  actual  business  conditions  and  the  in- 
come of  private  corporations  and  other  large  taxpayers.  From 
the  estimates  of  revenue  and  the  allotments  as  finally  agreed  upon, 
the  information  is  secured  for  complete  summary  and  comparative 
tables  which,  in  my  opinion,  add  greatly  to  the  value  of  the  budget. 

The  process  of  preparing  the  budget  for  printing,  the  final  proof- 
reading, and  the  last  checking  of  all  tables  and  calculations  from 
the  proof  by  the  use  of  comptometers  and  other  calculating  ma- 
chines, is  a  process  common  in  the  preparation  of  statistical  re- 
ports. The  final  checks  and  tabulations  which  are  continually  run 
by  the  budget  staff  in  order  to  see  that  all  possible  errors  are 
eliminated,  is  a  rather  unique  procedure  in  the  applying  of  statis- 
tical checks  to  this  purpose. 

Remember  that  budgets  are  ordinarily  prepared  under  pressure, 
checked  under  pressure,  printed  under  pressure,  and  passed  through 
the  legislature  under  pressure.  It  is  remarkable  that  under  such 
conditions  so  few  mistakes  occur.  In  California  the  loyalty  and 
industry  of  the  budget  staff,  of  the  printing  plant  staff,  and  of 
others  concerned  with  the  work,  alone  make  it  possible  to  turn  out 
the  kind  of  a  budget  we  produce. 

Each  Budget  an  Improvement 

An  examination  of  the  several  budgets  issued  in  California  will 
at  once  demonstrate  that  each  budget  has  been  an  improvement 
over  the  last,  both  in  the  method  of  preparation  and  in  the  final 
form.  We  are  constantly  looking  for  improvements  and,  above  all, 
endeavoring  to  develop  yardsticks  to  be  used  in  measuring  the 
amounts  which  necessarily  must  be  budgeted  to  take  care  of  the 
services  required.  The  development  of  such  yardsticks  can  be 
illustrated  by  citing  the  fact  that  in  the  budget  covering  the  present 
biennium,  recommended  expenditures  for  state  institutions  were 
predicated  on  a  per  capita  cost  basis  for  the  estimated  inmate 
population.  In  some  institutions  added  service  or  new  functions 
were  made  the  basis  for  an  increased  per-capita  allowance.     Like- 
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wise,  in  considering  the  allocation  of  funds  for  supplies,  the  chang- 
ing purchasing  power  of  the  dollar  is  taken  into  consideration,  and 
for  the  past  biennium  the  allotment  of  funds  for  supplies  was 
arbitrarily  cut  fifteen  per  cent  and  justified  on  the  basis  that  the 
dollar  will  purchase  more  than  fifteen  per  cent  above  what  it  would 
purchase  last  year.  The  correctness  of  our  contention  has  already 
been  amply  proven  in  the  purchasing  for  the  first  quarter  of  this 
fiscal  year. 

The  1929  budget  established  a  new  and  outstanding  precedent 
in  the  presentation  of  the  state's  program  of  expenditures.  This 
budget  was  segregated  into  three  separate  sections:  1.  A  general 
budget,  2.  An  educational  budget,  and  3.  A  highway  budget.  The 
expenditures  for  the  general  activities  of  the  state  comprised  less 
than  twenty-five  per  cent  of  the  entire  budget.  Approximately  one- 
third  was  expended  for  educational  purposes  and  nearly  forty-five 
per  cent  of  the  total  budget  was  disbursed  for  highway  purposes. 
Such  a  budget  enables  those  directly  interested  in  the  expenditures 
made  by  the  state  for  educational  purposes,  or  for  highway  pur- 
poses, to  find  in  one  place  a  complete  statement  of  these  financial 
matters. 

Another  new  procedure  established  in  the  1929  budget  was  in 
making  known  to  the  legislature  the  amounts  originally  requested 
by  the  various  agencies  of  the  state  in  their  original  budget  re- 
quests and  why  deductions  were  made  in  some  of  these  requests. 

The  Preparation  of  the  Budget  for  the 
83d  and  84th  Fiscal  Years 

Outstanding  Improvements  in  this  Document 

A  change  of  administration  always  complicates  and  makes  more 
difficult  the  preparation  of  the  biennial  budget.  There  is  but  a 
short  time  after  the  incoming  governor  has  been  elected  for  him 
and  his  representative  to  review  the  numerous  budget  requests  and 
formulate  the  budget.  Necessarily  the  representative  of  the  in- 
coming governor  must  work  with  the  budget  staff  before  the  ad- 
ministration comes  into  office  in  order  that  the  budget  may  be 
ready  for  submission  to  the  legislature  when  it  convenes  early  in 
January  subsequent  to  the  general  election  in  November. 

It  was  my  task  as  the  budget  representative  of  Governor-elect 
James  Rolph,  Jr.  to  prepare  this  new  budget.  Very  fortunately  a 
new  precedent  was  established  in  California  in  the  preparation  of 
the  1931  budget  in  that  the  retiring  administration  prepared  a  ten- 
tative budget  after  having  held  hearings  with  the  various  officers 
in  regard  to  their  requests.  This  tentative  budget  was  used  as  a 
starting  place  in  compiling  the  final  budget  which  was  submitted 
to  the  legislature.  Although  the  tentative  budget  was  disregarded 
in  many  instances  and  the  final  result  was  widely  different   from 
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the  tentative  budget,  I  must  acknowledge  that  it  was  of  great 
assistance.  In  any  state  budget  there  is  a  considerable  amount  of 
routine  expenditure  which  requires  no  particular  discussion  or 
action  on  the  part  of  the  budget  maker.  These  sorts  of  expendi- 
tures were  already  predicted  and  the  statistics  compiled.  Care  was 
exercised  that  all  of  the  state  agencies,  department  heads,  commis- 
sions, and  boards  were  given  an  opportunity  for  a  re-hearing  be- 
fore the  budget  representative  of  the  new  administration.  All  of 
the  approved  requests  were  then  put  through  the  regular  process  of 
checking,  tabulating,  and  printing. 

The  1931  budget  is  by  far  the  largest  budget,  not  only  in  amount 
but  in  size,  number  of  pages,  and  weight,  prepared  for  the  State 
of  California.  This  budget  is  the  most  complete  document  of  its 
kind  ever  presented  in  California,  and  it  is  already  recognized  as 
one  of  the  most  outstanding  budgets,  as  to  form,  completeness,  and 
usefulness,  in  the  nation. 

Outstanding  Improvements  in  the  Budget 

The  outstanding  improvements  in  the  budget  are,  briefly,  as 
follows : 

The  first  outstanding  improvement  in  the  1931  budget  over  that 
of  the  1929  is  in  the  more  detailed  information  as  to  expenditures. 
The  expenditures  of  each  state  agency  have  been  analyzed  so  as 
to  present  detailed  cost  of  each  function  performed  by  such  agency. 
In  budgets  heretofore  presented  the  expenditures  were  analyzed 
under  only  four  heads  as  to  objects  of  expenditures.  These  were: 
1.  Salaries  and  wages,  2.  Materials  and  supplies,  3.  Service  and 
expense,  and  4.  Equipment.  In  the  1931  budget,  in  addition  to 
maintaining  these  classifications,  expenditures  are  also  grouped  so 
as  to  show  the  total  cost  of  each  function.  For  example,  an  insti- 
tution budget  in  the  new  form  presents  the  cost  of : 

1.  Administration. 

2.  Support  and  subsistence  (of  inmates). 

3.  Care  and  welfare  (of  inmates). 

4.  Maintenance  and  operation  of  the  plant. 

5.  Farming. 

Details  are  given  under  each  of  these  functions  as  to  cost  for  sala- 
ries, materials,  service,  and  equipment.  This  more  complete  analysis 
of  the  proposed  expenditures  makes  possible  a  more  detailed  and 
complete  study  of  the  activities  of  each  and  every  state  agency. 

The  second  significant  improvement  is  in  the  method  of  showing 
the  allotment  for  salary  adjustments.  In  previous  budgets  an 
attempt  was  made  to  forecast  the  amount  of  salaries  to  be  paid  for 
each  position,  including  proposed  salary  increases.  This  was  a 
most  difficult  if  not  an  impossible  procedure  since,  supposedly,  each 
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individual  position  had  to  be  scrutinized  by  the  division  of  per- 
sonnel and  organization,  and  an  estimate  made  of  salaries  over  two 
years  in  advance.  The  division  of  personnel  and  organization  at 
that  time  was  not  equipped  to  make  such  an  examination  and  cer- 
tainly would  have  encountered  great  difficulty  in  predicting  sever- 
ances from  the  payroll  and  adjustments  in  salaries  caused  thereby 
two  years  in  advance. 

In  addition  to  this  difficulty,  the  plan  of  allotting  a  specific 
amount  for  increases  in  individual  positions  resulted  frequently  in 
embarrassing  the  heads  of  departments,  for  the  incumbents  in  these 
positions,  knowing  of  the  budget  allotments,  would  immediately 
expect  and  insist  on  receiving  these  indicated  increases  in  salaries. 
Proper  administrative  control  was  thereby  weakened. 

In  the  1931  budget  this  condition  has  been  remedied,  for  no 
attempt  was  made  to  show  individual  salary  increases  but  an  allot- 
ment was  set  up  for  each  agency  in  a  lump  sum  to  provide  for 
salary  adjustments.  All  individual  salaries  are  shown  in  the  budget 
at  their  rates  in  effect  at  the  time  the  budget  was  compiled.  This 
procedure  has  already  demonstrated  that  it  is  successful  in  obviating 
the  confusion  and  misunderstandings  which  often  occur  on  account 
of  showing  proposed  increases  for  individual  positions.  This  lump- 
sum method  of  allocating  funds  for  adjustments  in  salaries  will 
also  facilitate  budgetary  control  in  regard  to  salary  increases.  By 
developing  the  machinery  in  the  division  of  personnel  and  organ- 
ization so  as  to  control  the  establishment  of  all  positions  and  to 
check  them  with  the  budgetary  officers,  the  lump-sum  method  of 
adjusting  salaries  is  undoubtedly  a  distinct  improvement  over  the 
previous  method. 

A  third  improvement  in  the  budget  is  in  the  adoption  of  three 
distinctive  forms  of  type  in  setting  forth  the  amounts  throughout 
the  document.  One  type  form  indicates  transactions  of  the  general 
fund;  another  form  indicates  special  fund  transactions;  and  the 
third,  combined  revenues  and  expenditures  in  both  general  and 
special  funds.  This  method  of  presentation  greatly  clarifies  the 
funding  provisions  and  shows  to  the  reader  immediately  the  sources 
of  the  funds.  The  worth  of  this  improvement  was  clearly  demon- 
strated in  presenting  the  budget  to  the  legislature. 

The  fourth  improvement  consisted  in  the  use  of  more  complete 
and  more  scientific  classified  summary  and  recapitulation  tables. 
By  including  such  tables  in  this  budget  it  was  possible  to  make  a 
complete  and  detailed  comparison  between  the  current  and  ensuing 
biennial  periods.  It  should  be  noted  that  all  of  these  improvements 
were  carried  into  effect  without  breaking  the  continuity  of  com- 
parison extending  back  into  previous  documents. 

The  fifth  improvement  of  importance  consisted  in  showing  tables 
of  per-capita  expenditures.     This  is  the  first  time  that  such  tabula- 
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tions  have  been  included  in  a  California  state  budget.  There  were 
also  presented  a  number  of  charts  showing  comparative  biennial 
expenditures  for  a  ten-year  period,  both  for  the  general  fund  and 
for  all  funds.  A  chart  also  presented  the  composition  of  revenue 
by  sources  and  of  expenditures  by  major  functions.  Another  chart 
indicated  the  ten-year  trend  of  revenues,  expenditures  and  state 
population.  The  presentation  of  such  comprehensive  charts  in  a 
state  budget  appears  to  be  unique.  The  worth  of  these  charts  was 
amply  demonstrated  in  presenting  the  budget  to  the  legislature. 

The  sixth  improvement  worthy  of  consideration  by  every  state 
in  the  Union  for  their  budget  was  the  change  in  the  size  of  the 
pages  and  the  size  of  the  type.  By  increasing  the  size  of  the  page, 
which  allows  an  increase  in  the  size  of  the  type,  it  was  possible 
not  only  to  present  more  comprehensive  information  but  to  present 
the  material  in  a  clearer  form  and  in  more  readable  style.  The 
change  from  the  6"  x  9"  to  the  8J-2"  x  11"  size  also  made  for  more 
economical  printing,  effecting  a  material  saving. 

The  seventh  improvement  in  the  budget,  and  one  which  was 
made  possible  by  the  coordinated  work  of  the  division  of  personnel 
and  organization,  was  including  in  the  budget  the  new  designations 
for  positions  as  determined  by  the  personnel  classification  study. 
The  positions  as  shown  in  the  1931  budget  more  nearly  indicate  the 
actual  work  performed  by  employees  than  has  been  possible  in  the 
past.  This  new  classification  has  been  of  material  benefit  in  mak- 
ing it  possible  for  the  legislature,  the  administrators,  and  others  to 
consider  the  salaries  being  paid.  It  has  also  been  of  material 
assistance  in  improving  the  service  as  rendered  by  the  state  in 
having  a  personnel  classification  conform  strictly  to  the  positions 
actually  filled. 

The  eighth  important  change  which  I  shall  enumerate  and  which 
to  me  is  the  most  important  of  all,  was  in  the  budgeting — that  is, 
including  in  the  budget  an  even  more  complete  plan  and  itemized 
statement  of  all  proposed  expenditures  of  the  state  provided  by 
existing  laws  or  recommended  by  the  Governor.  At  the  same  time 
care  was  taken  not  to  legislate  in  the  budget  and  not  to  make 
recommendations  for  expenditures  or  positions  which  required 
legislation  to  create.  No  other  recommendations  for  expenditures 
were  included  where  previous  action  or  circumstances  indicated 
that  the  legislature  might  be  expected  to  act  specifically  on  the 
matter.  All  items  of  appropriations  requiring  legislation  were  left 
to  the  legislature  for  its  action. 

Every  dollar  of  proposed  expenditures  was  included  and  clearly 
designated.  The  expenses  of  every  department  and  office  were 
considered  and  allocated  to  the  department  or  office  concerned,  and 
the  facts  presented  in  the  budget.  All  known  charges  were  set 
forth  and  none  were  left  to  be  made   from  the  emergencv   fund. 


202  NATIONAL  TAX  ASSOCIATION 

The  previous  custom  of  allowing  charges,  such  as  forest-fire  sup- 
pression at  a  cost  amounting  to  approximately  $200,000  a  biennium 
to  be  paid  out  of  the  emergency  fund,  was  discontinued.  The 
emergency  fund  itself  was  reviewed  most  carefully  and  after  de- 
liberations it  was  decided  to  increase  this  fund  by  fifty  per  cent, 
or  add  another  half  a  million  dollars,  in  light  of  the  unemployment 
situation  and  the  increase  in  the  total  budget  over  that  which 
existed  when  a  million  dollars  was  determined  as  necessary  for  the 
emergency  fund. 

The  explanations  setting  forth  amounts  requested  by  the  various 
divisions,  departments,  institutions  and  agencies,  and  the  reason  for 
deductions  and  increases  are  more  carefully  worked  out  than  ever 
before.  These  detailed  explanations  were  inserted  in  the  budget 
accompanying  the  recommendation  for  each  agency. 

The  Functioning  of  the  California  State  Budget 

In  the  three  phases  of  budgeting — namely,  formulation,  author- 
ization, and  execution  —  the  California  state  budget  on  the  whole 
functions  effectively  and  smoothly. 

In  the  formulation  of  the  budget  three  chief  requisites  of  good 
budgeting  exist.  First,  proper  organization  to  permit  centraliza- 
tion of  responsibility  and  authority  in  the  Governor.  I  do  not 
mean  to  infer  that  we  have  reached  perfection  in  this  connection. 
However,  our  efforts  in  the  last  legislature  were  quite  successful 
in  improving  this  phase  of  budgeting.  Secondly,  adequate  legal 
authority  exists  for  proper  budgetary  procedure.  In  the  opinion 
of  authorities  on  the  subject,  California's  executive  budget  amend- 
ment is  one  of  the  best  drawn  budget  acts  in  the  nation.  The  ad- 
ministrative precedent  built  up  under  this  act  is  such  as  to  make  it 
completely  effective.  Third,  a  trained,  permanent,  technical  staff 
has  been  built  up  to  assist  the  Director  of  Finance  not  only  in 
formulating  the  budget  but  also  in  functioning  it. 

In  the  past  little  difficulty  has  been  experienced  in  obtaining 
legislative  sanction  of  the  budget.  With  perhaps  the  exception  of 
the  first  budget  presented,  each  budget  submitted  since  the  inclusion 
of  the  executive  budget  in  the  constitution  has  been  approved  by 
the  legislature  with  remarkably  little  change.  It  is  true  that  al- 
though the  1931  budget  was  approved  by  the  lower  house  (the 
assembly),  approximately  fifteen  minutes  after  being  presented 
from  their  ways  and  means  committee,  the  senate  finance  committee 
held  the  budget  for  several  weeks  and  the  economy  bloc  there  en- 
deavored to  make  some  material  cuts.  These  cuts  as  finally  recom- 
mended by  the  majority  report  were  so  insignificant  that  the  minor- 
ity report  itself  was  adopted  and  the  budget  became  effective 
exactly  as  recommended  by  the  Director  of  Finance. 

The  approval  of  California's  budget  by  the  several  legislatures 
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with  a  minimum  of  change,  and  with  absolutely  no  change  in  the 
1931  budget,  is  evidence  of  wellJconsidered  planning  by  the  budget- 
makers  and  confidence  in  such  planning  on  the  part  of  the  legis- 
lature. Examination  will  show  that  the  special  appropriation  bills 
passed  outside  of  the  budget  have  been  for  the  most  part  those 
occasioned  by  activities  newly  adopted  by  the  legislature  or  pro- 
viding again  for  what  were  formerly  recurring  expenditures  appro- 
priated for  a  specific  period. 

The  State  of  California  now  has  a  well-ordered,  coordinated 
spending  program  which  undoubtedly  it  would  not  have  had  with- 
out the  executive  budget.  The  surplus  accumulated  in  the  general 
fund  was  largely  the  result  of  the  budget,  for  this  surplus  was 
accumulated  in  the  face  of  increasing  needs  and  an  inelastic  tax 
system.  Pork-barrel  appropriations  have  been  largely  eliminated 
in  this  state.  This  is  manifestly  the  result  of  the  executive  budget 
and  its  treatment  by  the  legislature. 

To  any  thinking  citizen  it  is  apparent  that  a  government  run  on 
a  cash-and-carry  principle  fosters  carelessness  and  laxness  in  the 
appropriation  and  outlay  of  public  funds.  All  expenditures,  both 
for  maintenance  and  capital  outlay,  should  be  planned  and  bud- 
geted. The  authorization  of  expenditures  should  not  be  a  matter 
of  legislative  whim  but  these  bodies  should  exercise  authority  within 
limits  set  by  budgetary  determination.  It  is  self-evident  that  the 
budgeting  of  public  expenditures  is  the  most  effective  check  to 
governmental  extravagance.  The  better  the  budget,  the  stronger 
the  brakes  on  public  extravagance. 

Budgetary  Control 

The  execution  of  the  budget,  once  it  has  been  approved  by  the 
legislature,  to  my  mind  is  far  more  important  than  the  budget 
itself.  The  budget  is  a  document,  a  plan  of  procedure,  a  plan  of 
expenditure,  but  no  matter  how  well  considered,  how  carefully 
prepared,  or  how  perfect  a  document,  it  cannot  be  effective  if  the 
program  it  contains  is  not  followed  and  if  machinery  is  not  set  up 
to  enforce  its  provisions.  Unless  a  budget  is  used  it  is  worth  no 
more  than  a  scrap  of  paper. 

In  the  matter  of  budgetary  execution,  or  budgetary  control,  there 
can  be  extremes.  The  limitations  and  restrictions  may  be  so  rigid 
and  so  detailed  as  to  stultify  an  efficient  work  program.  Cali- 
fornia's budget  procedure  recognizes  the  need  for  and  the  value  of 
flexibility.  The  biennial  budgets  and  appropriations  are  providing 
for  the  state's  financial  requirements  for  two  and  a  half  years  into 
the  future.  We  all  know  that  conditions  change.  Particularly  are 
conditions  subject  to  change  here  in  our  Western  states.  In  Cali- 
fornia it  is  common  knowledge  that  unless  you  are  constantly 
traveling  about  the  state  the  changes  are  so  great  that  you   may 
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think  you  are  in  a  strange  land.  Emergencies  arise  even  in  Cali- 
fornia. 

The  legislature  for  these  reasons  makes  use  of  the  lump-sum 
method  of  appropriations,  imposing  broad  limitations  which  the 
state  controller  must  enforce,  and  trusting  the  matter  of  financial 
administration  within  those  limits  to  the  department  of  finance. 
The  director  of  this  department  is  responsible  for  the  financial  ad- 
ministration within  these  limits.  There  does  not  appear  to  be  any 
other  method  to  secure  both  the  proper  budgetary  control  and  the 
necessary  elasticity  to  meet  all  conditions.  In  addition  to  this,  ade- 
quate funds  are  made  available  for  the  department  of  finance  to 
administer  in  meeting  unforeseen  emergencies  and  contingencies 
unless  they  be  of  the  most  extraordinary  proportions. 

It  is  quite  evident  with  this  set-up  that  an  effective  procedure  is 
indispensable  to  the  department  of  finance  if  the  function  of  bud- 
getary control  is  to  be  exercised  effectively.  Such  a  procedure  has 
been  devised  and  installed  through  the  state  service  as  an  adjunct 
to  a  uniform  accounting  system  by  the  division  of  budgets  and 
accounts  of  the  department  of  finance. 

The  Pre-Audit  System  Abandoned 

The  so-called  "  pre-audit "  system  of  budgetary  control  whereby 
the  central  control  agency  maintains  detailed  budget  allotment 
accounts  and  checks  each  request  for  incurring  expenditures 
against  such  allotments  before  granting  approval,  was  abandoned 
in  California  some  years  ago.  This  system,  while  satisfactory  for 
small  governmental  agencies,  proved  too  cumbersome  and  unwieldy 
and  entailed  too  much  detail  work  at  headquarters.  Do  not  mis- 
understand me;  the  pre-audit  system  was  valuable  for  the  period 
during  which  it  was  used  in  California  and  can  be  made  to  work 
satisfactorily  in  some  jurisdictions.  In  California  it  was  a  means 
of  educating  the  spending  agencies  concerning  budgetary  control. 
It  taught  them  that  detailed  centralized  control  could  be  maintained 
and  that  such  rigid  control  was,  in  a  great  measure,  onerous. 
Moreover,  during  this  period  the  financial  and  accounting  personnel 
in  the  spending  agencies  were  being  trained.  They  were  becoming 
better  equipped  technically  and  were  becoming  "  budget-minded". 

When  it  was  evident  that  this  system  was  too  cumbersome  and 
had  other  shortcomings,  a  new  system  of  control  had  to  be  evolved. 
In  place  of  the  pre-audit  system  a  work  program  plan  of  control 
was  instituted.  The  essence  of  this  system  is  that  the  department 
of  finance  maintains  control  through  the  approval  of  well-planned, 
fiscal  year  budgets,  or  work  programs.  With  these  set  up,  the 
spending  agencies  or,  more  particularly,  their  accounting  officers, 
are  entrusted  with  and  held  responsible  for  the  executing  and  com- 
plying with  these  budgets.     It  is  evident  that  considerable  responsi- 
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bility  and  trust  is  thus  reposed  in  the  responsible  accounting  officers 
of  the  several  agencies. 

The  continuous  contact  existing  between  the  staff  of  the  depart- 
ment of  finance  and  the  accounting  officers  of  the  several  depart- 
ments makes  it  possible  to  exercise  a  direct  control.  Fortunately, 
a  number  of  these  accounting  officers  have  had  their  training  in  the 
department  of  finance,  and  it  is  the  practice  of  the  department  to 
willingly  transfer  members  of  its  staff  to  these  positions  when 
requests  are  made.  When  it  does  occur  that  financial  difficulties  or 
irregularities  are  found  in  any  spending  agency  we  do  not  hesitate 
to  insist  that  changes  be  made  in  the  personnel  and  that  a  respon- 
sible, dependable  person  be  selected.  We  have  recently  made  such 
a  suggestion  and  have  readily  agreed  to  transfer  a  member  of  the 
staff  of  the  department  of  finance  to  the  position  where  trouble 
was  occurring.     Everyone  is  now  satisfied. 

The  advantages  of  such  a  system  over  the  old  pre-audit  system 
may  be  summarized  as  follows : 

First,  a  greater  sense  of  responsibility  on  the  part  of  the  execu- 
tive and  the  accounting  officer  in  the  spending  agency  is  created. 

Secondly,  there  is  less  inclination  to  regard  the  department  of 
finance  in  the  light  of  an  arbitrary  dictator  but  rather  to  regard 
the  department  as  a  service  organization,  which  it  truly  is. 

Third,  greater  speed  in  purchasing  and  disbursing  routine  is 
secured. 

Fourth,  and  most  important  in  promoting  economy  and  efficiency, 
is  the  elimination  of  the  duplication  of  a  vast  amount  of  detail 
work,  which  work  was  entirely  unnecessary  if  the  disbursing  or 
spending  agency  always  lived  within  the  budget  and  used  good 
judgment  in  spending. 

The  Procedure  Under  the  Fiscal  Budgets, 
or  Work  Programs 

Procedure  under  the  fiscal  budgets  or  work  programs  can  be 
briefly  outlined  as  follows  : 

Just  before  the  beginning  of  a  fiscal  year  each  spending  agency 
submits  to  the  department  of  finance  a  fiscal  year  budget  setting 
forth  in  detail  how  it  proposes  to  spend  the  funds  available  or 
estimated  to  be  available  for  the  ensuing  year.  Need  for  providing 
an  unbudgeted  reserve  for  unforeseen  contingencies  in  this  budget 
is  stressed.  After  making  whatever  adjustments  he  deems  neces- 
sary, the  Director  of  Finance  returns  the  approved  fiscal  year 
budget  to  each  agency.  In  approving  this  fiscal  budget  the  director 
endeavors  insofar  as  possible  to  follow  the  original  biennial  budget. 
However,  adjustments  are  allowed  where  it  is  clearly  demonstrated 
thev  are  desirable. 
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The  approved  budget  on  return  to  the  agency  becomes  the  basis 
for  setting  up  by  each  agency  quarterly  budget  allotments  for  each 
of  the  major  functions  performed  by  such  agency.  These  are 
divided  into  contemplated  expenditures  for  such  functions  for  the 
four  standard  groups  of  objects  of  expenditure — salaries  and  wages 
materials  and  supplies,  service  and  expense,  and  property  and 
equipment.  All  requests  for  incurring  expenditures  are  then  re- 
quired to  flow  through  the  accounting  offices  of  the  spending 
agencies  where  such  requests,  in  the  form  of  purchase  estimates, 
salary  estimates,  and  service  and  expense  estimates,  are  entered 
against  the  proper  budget  allotment.  If  the  balance  in  the  par- 
ticular allotment  be  insufficient  to  cover  the  proposed  expenditure, 
the  spending  agency  must  obtain  from  the  department  of  finance 
authority  to  transfer  from  some  other  allotment.  No  estimates  are 
to  be  passed  by  the  accounting  officer  unless  there  be  budgetary 
provision  for  the  same.  It  is  evident  that  this  procedure  makes  it 
possible  to  exercise  control  where  the  need  is  greatest,  at  the  in- 
ception of  expenditures.  This  system  of  control  is  supplemented 
at  various  other  points  of  contact.  One  of  these  is  through  cen- 
tralized purchasing. 

The  system  of  centralized  purchasing  not  only  effects  economy 
and  efficient  buying  but  also  provides  a  means  of  budgetary  control. 
The  bureau  of  purchases  is  in  the  department  of  finance,  and  this 
bureau  will  not  accept  a  purchase  estimate  which  does  not  carry 
a  statement  showing  a  sufficient  balance  in  the  proper  budget  allot- 
ment. In  addition,  all  estimates  requesting  purchases  of  unusual 
note  or  of  considerable  value  are  referred  to  the  division  of  budgets 
and  accounts  for  approval.  This  requirement  applies  in  particular 
to  the  purchase  of  motor  vehicles  where  it  has  been  necessary  to 
set  up  a  schedule  showing  the  range  in  price  of  automobiles  allowed 
for  the  various  grades  of  officers  and  employees. 

In  order  to  further  strengthen  the  control  exercised  through 
purchasing,  on  July  1st  of  this  year,  following  instructions  of  the 
Director  of  Finance,  an  additional  check  on  purchases  was  estab- 
lished in  the  purchasing  agent's  office  by  having  an  audit  made  of 
purchases  before  allowing  expenditures.  Through  the  cooperation 
of  the  controller's  office  this  has  been  given  a  control  of  purchase? 
which  has  already  demonstrated  its  value  in  material  savings. 

In  a  like  manner  the  bureau  of  printing,  which  is  also  in  the 
department  of  finance,  before  proceeding  with  printing  orders 
must  have  evidence  of  adequate  budgetary  provision  for  the  work 
requested.  This  control  has  been  further  supplemented  through  the 
establishing  by  an  act  of  the  last  legislature  of  a  bureau  of  docu- 
ments and  publications,  likewise  in  the  department  of  finance, 
which,  as  its  name  indicates,  has  control  over  all  state  documents 
and  publications.     This  is  a  unique  establishment  for  a  state  but 
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it  is  believed  that  this  bureau,  modeled  after  that  of  the  Federal 
Government,  will  make  savings  which  will  more  than  justify  its 
existence  and  at  the  same  time  will  give  to  the  public  better  service. 

The  division  of  personnel  and  organization,  which  controls  the 
personnel  of  the  state,  is  likewise  a  division  of  the  department  of 
finance.  This  division  requires  the  approval  of  the  division  of 
budgets  and  accounts  of  the  budgetary  provision  for  contemplated 
increases  in  salaries  and  in  the  number  of  personnel.  The  effec- 
tiveness of  this  budgetary  control  has  been  amply  demonstrated  in 
the  past.  However,  the  directness  of  control  and  improved  effi- 
ciency has  recently  been  increased  through  the  better  organization 
of  the  division  of  personnel. 

One  of  the  features  of  California's  personnel  administration  de- 
veloped as  an  absolute  check  on  every  employee  and  every  exist- 
ing and  new  position,  is.  the  new  system  of  code-number  control 
which  has  been  put  into  operation  this  year.  So  far  as  we  know, 
no  other  state  has  adopted  anything  comparable  to  this  new  idea 
of  controlling  the  employment  of  personnel  so  that  budgetary  pro- 
visions shall  be  strictly  adhered  to.  This  system,  which  at  the 
direction  of  the  Director  of  Finance,  was  invented  by  Mr.  T.  H. 
Mugford,  a  member  of  the  staff  of  the  division  of  budgets  and 
accounts  of  the  state  department  of  finance,  gives  a  dual  control 
over  personnel  employment  and  budgetary  expenditures. 

Every  position  in  the  State  of  California  has  been  assigned  an 
established  position  code  number.  The  code  numbers  are  made  up 
of  a  digit,  a  letter,  and  one  or  two  digits  following  the  letter, 
indicating  the  classification,  function,  and  title  of  position.  The 
number  of  such  positions  within  the  particular  classification,  func- 
tion, and  title  is  indicated  by  a  digit  following  a  period  after  the 
first  part  of  the  code  number.  For  example,  the  number  1B2.7  is 
defined  as  follows:  the  digit  before  the  letter  indicates  the  major 
classification  such  as  administration,  examination,  or  investigation; 
the  letter  indicates  the  functions  such  as  clerical  and  office,  super- 
vision, accounting,  etc. ;  the  digit  following  the  letter  indicates  the 
title  of  the  position  such  as  stenographer,  clerk,  telephone  operator, 
etc. ;  the  digit  to'  the  right  of  the  period  provides  the  individual 
identifying  number  for  each  of  a  number  of  similar  positions. 
Thus  1B2.7  indicates  that  the  position  in  question  is  one  of  seven 
stenographers  used  in  the  administration,  clerical  and  office  service 
of  a  given  state  agency. 

Each  payroll  when  submitted  to  the  division  of  personnel  and 
organization  must  show  the  code  number  of  the  established  posi- 
tion occupied  by  each  employee  listed  on  the  payroll.  The  estab- 
lishing of  each  position  and  the  assignment  of  the  code  numbers 
is  approved  by  the  division  of  budgets  and  accounts  in  each  fiscal 
year  budget. 
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The  creation  of  new  positions  must  first  be  approved  by  the 
division  of  budgets  and  accounts  and  a  code  number  assigned  to 
such  new  position.  All  requests  for  the  establishment  of  a  new 
position  are  carefully  scrutinized  to  ascertain  whether  there  is  an 
actual  need  for  the  establishment  of  such  position.  In  the  short 
time  that  the  system  has  been  in  operation  there  has  been  a  material 
saving  in  preventing  the  employment  of  extra  personnel  by  re- 
arranging the  work  of  the  existing  position  in  the  particular  agency 
concerned.  Heretofore  there  has  been  no  check  upon  the  number 
of  persons  which  might  be  employed  by  any  state  agency,  the 
limit  being  only  the  amount  of  money  set  aside  in  the  budget  for 
salaries  and  wages.  State  agencies  having  made  a  saving  in  the 
early  part  of  the  fiscal  year  often  would  employ  unnecessary  per- 
sonnel simply  because  there  was  money  available  to  do  so. 

One  source  of  a  large  saving  of  state  finances  has  been  the 
elimination  of  employment  of  temporary  help  during  vacation 
periods  by  insisting  that  the  work  of  the  employee  on  vacation  be 
carried  on  by  the  regular  personnel.  The  new  system,  which  has 
been  in  operation  less  than  three  months,  has  already  proved  its 
worth,  and  we  have  little  doubt  that  it  will  effect  the  saving  of 
many  thousands  of  dollars  which  were  heretofore  expended  be- 
cause of  the  lack  of  proper  budgetary  supervision.  We  recommend 
this  device  for  your  consideration  and  criticism. 

Another  aid  to  budgetary  control  is  found  in  the  body  called  the 
board  of  control.  This  is  an  ex-officio  body  composed  of  the 
Director  of  Finance  as  chairman,  the  chief  of  the  division  of  ser- 
vice and  supply,  who  is  a  member  of  the  department  of  finance 
appointed  by  the  Governor,  and  the  state  controller  (an  elected 
officer).  This  body  prescribes  rules  and  regulations  regarding  the 
presentation  of  claims  for  payment.  Many  of  these  rules,  such  as 
those  applying  to  expense  accounts,  airplane  travel,  and  accounting 
procedure,  have  a  most  direct  bearing  upon  budgetary  control. 

Xot  the  least  important  element  of  budgetary  control  is  the 
necessity  for  prompt  and  intelligent  information  concerning  the 
financial  condition  and  transactions  of  the  spending  agencies.  A 
monthly  budget  report,  along  with  other  financial  accounting  re- 
ports, is  required  from  each  agency.  This  report  shows  the  un- 
encumbered balances  in  the  budget  allotments  for  each  quarter  and 
the  amount  and  segregation  of  outstanding  unpaid  incumbrances. 
Through  these  reports  any  irregularities,  any  impending  distress, 
any  necessary  adjustments  are  indicated  and  are  at  once  fol- 
lowed up. 

The  budgetary  records  are  made  an  integral  part  of  the  uniform 
accounting  system  of  the  state.  Each  spending  agency  is  audited 
at  least  once  a  year  by  the  staff  of  the  division  of  budgets  and 
accounts.     Tt  is  the  aim  of  the  division  to  make  these  audits  not 
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only  for  the  purpose  of  discovering  and  correcting  deviations  from 
the  straight  and  narrow  path  in  the  custody  of  funds  and  in 
accounting  procedure,  but  also  as  a  means  of  furnishing  the  Direc- 
tor of  Finance  with  first-hand,  impartial  information  regarding  the 
activities  of  each  agency.  This  information  has  proven  to  be  of 
great  value  to  the  director  in  making  decisions  in  regard  to  the 
budget  and  financial  program  for  the  several  departments  of  the 
state  service. 

In  addition  to  the  regular  audits,  from  time  to  time  following 
instructions  of  the  Director  of  Finance  or  on  the  initiative  of  one 
of  his  lieutenants  a  special  study  or  survey  is  made  of  some  par- 
ticular department  where  it  is  felt  this  might  disclose  information 
of  value.  Sometimes  an  indication  comes  from  the  purchase  orders 
that  such  an  investigation  would  yield  results.  At  other  times  the 
indication  comes  from  the  division  of  personnel,  or,  perhaps,  the 
department  head  or  one  of  his  subordinates  makes  a  request  for  a 
survey.  A  number  of  these  special  surveys  have  resulted  in  better 
budgetary  control,  better  financial  arrangements,  and  better  rela- 
tionships. 

I  have  already  pointed  out  to  you  the  general  program  of  budget- 
ary control  and  I  have  indicated  specifically  additional  budgetary 
control  measures  of  materials  through  the  purchasing  department, 
and  of  personnel  through  the  division  of  personnel.  A  further  aid 
to  budgetary  control  affecting  both  material,  services  and  quarters 
is  provided  through  the  requirement  that  the  Director  of  Finance 
must  approve  all  contracts.  This  has  been  demonstrated  to  be  a 
very  effective  control  method. 

The  control  of  material  already  owned  by  the  state  and  in  the 
several  departments  and  agencies  is  exercised  through  the  func- 
tioning of  a  property  auditor  and  a  property  record  system  in  the 
department  of  finance.  This  work  has  recently  been  reorganized 
and  its  value  will  undoubtedly  be  increased  as  the  result  of  this 
reorganization.  This  continuous  audit  of  property  and  the  control 
of  property  is  of  real  importance  in  the  budgetary  control  affecting 
material.  Without  it  there  would  be  a  weakness  and.  undoubtedly, 
many  unnecessary  expenditures  for  material  which  can  be  avoided 
through  the  proper  functioning  of  this  office. 

California  State  Budget  Subject 
to  Constant  Improvement 

The  California  state  budget  and  budgetary  control  is  not  perfect; 
it  is  subject  to  continuous  evolution.  It  is  the  plan  of  the  division 
of  budgets  and  accounts  during  the  ensuing  biennium  to  more 
closely  coordinate  the  auditing  function  with  the  budgeting  func- 
tion so  that  throughout  the  next  two  years,  as  audits  are  being 
made,  data  which  will  have  a  bearing  on  the  next  budget  will  be 
14 
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compiled  and  classified  for  each  of  the  spending  agencies.  In  tins 
connection  more  complete  and  intelligent  statistics  will  be  compiled 
to  produce  a  better  indication  of  the  quality  and  quantity  of  the 
service  rendered  by  each  agency.  The  routine  of  adjusting  orig- 
inal budget  requests  to  the  allotments  allowed  by  the  Director  of 
Finance  will  be  improved  so  as  to  eliminate  duplications  and  to 
insure  greater  accuracy. 

During  the  biennium  it  is  the  intention  of  the  department  to 
endeavor  to  work  out  a  number  of  additional  yardsticks  for  meas- 
uring the  cost  of  service  of  the  several  functions  of  the  state. 
We  have  many  yardsticks  now  and  many  indications  for  measur- 
ing the  cost  of  service  to  be  used  in  building  the  budget.  How- 
ever, in  some  instances  there  are  many  differences  of  opinion. 
Additional  accurate  measures  possible  of  development  will  be  of 
real  assistance  in  budget-making. 

There  is  almost  universal  complaint  in  budget-making  that  not 
enough  time  is  left  to  give  full  and  necessary  consideration  to  the 
expenditure  plan.  It  is  the  intention  of  the  department  of  finance 
to  complete  budget  hearings  much  earlier  than  has  been  possible 
in  the  past  so  as  to  obviate  as  much  as  possible  the  rush  work. 
It  is  evident  that  rush  work  prevents  in  many  instances  the  best 
results.  In  fact,  the  budget  for  this  biennium  had  not  appeared  in 
its  revised  edition  before  the  Director  of  Finance  and  his  staff 
had  begun  to  make  notes  for  improvements  in  the  next  budget. 
In  an  office  copy  of  the  unrevised  edition  of  the  budget  there 
appear  thirteen  suggestions  with  numerous  subdivisions  for  im- 
proving the  next  California  state  budget.  Among  such  suggestions 
appear  the  following: 

The  compensation  of  employees  and  officers  should  show  not  only 
the  salary  but  other  compensation  furnished  in  the  way  of  house, 
servants,  subsistence,  et  cetera.  More  detail  and  better  estimates 
of  revenue  should  be  shown.  More  detail  should  be  shown  in  the 
university  budget.  The  charts  and  tables  should  be  improved  and 
made  more  extensive.  The  per-capita  cost  of  institutions  for  the 
prior  years  and  the  budget  years  should  be  indicated. 

Numerous  other  like  suggestions  have  been  offered  by  several 
members  of  the  department  staff.  All  of  these  will  be  considered 
in  formulating  the  new  budget,  following  out  the  ideal  that  each 
successive  budget  in  the  State  of  California  should  be  an  improve- 
ment over  the  previous  one. 

We  have  demonstrated  conclusively  in  California  that  the  exec- 
utive budget  with  adequate  budgetary  control  is  the  only  reasonable 
and  common-sense  method  for  controlling  state  expenditures.  I 
have  indicated  to  you  the  constitutional  provision  under  which  we 
operate,  and  the  statutory  provisions  which  provide  for  budgetary 
administration  and  control.     I  have  indicated  the  character  of  our 
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budget  document  and  the  method  of  functioning  it.  '  In  consider- 
able detail  I  have  outlined  the  budgetary  procedure  and  the  bud- 
getary control  aids  peculiar  to  California.  I  have  taken  my  own 
state  as  an  example  of  what  can  be  done,  for  I  proudly  claim  that 
California  in  its  budget  document,  in  its  budget  procedure,  and  in 
its  budgetary  control  stands  amongst  the  states  of  highest  rank  in 
this  regard. 

Our  financial  program,  made  effective  during  this  period  of  de- 
pression, while  holding  our  expenditures  to  a  seven  per  cent  in- 
crease for  the  biennium  as  compared  to  a  twenty-one  per  cent  for 
previous  bienniums  since  the  adoption  of  the  executive  budget  and 
yet  providing  for  the  continuance  of  the  normal  services  of  the 
state  in  a  reasonable  and  business-like  program,  is  a  concrete 
demonstration  of  the  efficacy  of  our  budgetary  method. 

I  wish  to  reiterate  that,  in  order  to  make  a  budget  effective,  you 
must  not  only  have  a  properly-prepared  and  well-considered  budget 
which  includes  every  state  expenditure,  both  for  maintenance  and 
capital  outlay,  but  you  must  also  have  the  means  of  functioning 
this  budget  through  the  exercise  of  budgetary  control  and  those 
other  essential  aids  which  put  the  budget  into  effect  and  keep  it 
constantly  the  operating  and  business  plan  for  the  state.  The  pri- 
mary requirement  for  success  is  a  loyal  and  efficient  staff  through- 
out the  department  responsible  for  the  formation  of  the  budget 
and  budgetary  control. 

Chairman  Johnson:  One  of  the  functions  of  a  taxpayers' 
association  is  frequently  overlooked.  I  regard  assistance  in  the 
creating  and  training  of  an  efficient  state  officer  as  one  of  the  most 
successful  things  that  the  California  Taxpayers  Association  has  ever 
done.  As  I  look  around  here  I  find  that  in  the  State  of  Indiana, 
which  is  so  proud  of  its  staff  over  there,  one  of  their  important 
officers  came  from  the  California  Taxpayers  Association,  and  while 
our  staff  is  being  constantly  depleted  through  promotion,  still  I  am 
glad  to  see  these  young  men  going  ahead  to  more  useful  service. 
This  gives  me  an  opportunity  now  to  introduce  to  you  a  gentle- 
man who  is  practically  responsible  for  the  foundation  of  the  oldest 
taxpayers'  association  in  the  United  States.  I  want  to  introduce 
to  you  Mr.  Asplund,  of  Xew  Mexico,  who  has  successfully  oper- 
ated the  New  Mexico  Taxpayers  Association  from  the  beginning. 
Mr.  Asplund  will  talk  to  you  on  "  Local  Control  through  Uniform 
Budget  and  Accounting." 
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LOCAL  EXPENDITURE  CONTROL  THROUGH  UNIFORM 
BUDGETS  AND  ACCOUNTS 

K.   F.   ASPLUND 

Director,  Taxpayers  Association  of  New  Mexico 

In  discussing  tendencies  in  American  taxation  in  the  March  1915 
number  of  the  Annals  of  the  American  Academy  of  Political  and 
Social  Science,  Edwin  R.  A.  Seligman  made  the  following  state- 
ment: "First  and  foremost  I  should  put  the  administrative  lesson 
involving  the  transition  from  local  to  general  control.  This  is  one 
of  the  most  difficult  lessons  for  Americans  to  learn  because  of  the 
inveterate  habits  of  local  self-government  and  the  old  slogan  of 
home  rule.  That  there  is  a  certain  justification  for  the  home-rule 
movement  in  general  politics  I  do  not  wish  to  deny;  but  on  one 
who  has  attentively  studied  the  progress  of  good  government  the 
world  over  can  ignore  the  fact  that  a  certain  degree  of  centraliza- 
tion is  essential  to  progress.  I  agree  with  careful  students  of  the 
problem,  like  Sidney  Webb  in  England,  that  what  the)'  call  the 
local  and  administrative  anarchy  of  the  United  States  is  just  as 
bad  as  the  other  extreme  of  the  centralized  autocracy  of  some  of 
the  European  countries  and  that  the  real  solution  of  the  problem 
is  not  centralization  but  central  control  of  local  action.  England, 
the  classic  home  of  local  self-government,  has  made  during  the 
past  few  decades  longer  steps  in  central  control  than  perhaps  any 
other  country.  Without  tracing  the  movement  towards  centralized 
state  or  federal  control,  which  has  become  so  marked  in  this  coun- 
try in  the  past  few  years  in  our  financial  system,  our  school  system, 
our  sanitary  system,  our  police  system,  etc..  it  is  obvious  that,  in 
fiscal  matters,  those  states  now  stand  at  the  head  which  have  de- 
veloped an  efficient  central  control  over  local  action.  The  sooner 
all  of  our  American  states  fall  into  line  with  the  more  advanced 
commonwealths  and  develop  a  centralized  control  over  local  reve- 
nues and  local  accounts,  the  greater  the  progress  toward  efficiency 
and  justice.  This,  I  should  say,  is  the  first  great  lesson  for  all  our 
local  statesmen  to  learn." 

In  line  with  the  foregoing  statement  of  an  eminent  authority, 
New  Mexico  has  attempted  to  establish  a  degree  of  centralized 
control  over  local  revenues  through  its  State  Tax  Commission  and 
control  over  local  expenditures  through  a  system  of  uniform  bud- 
gets, supervised  by  the  State  Tax  Commission,  and  a  system  of 
supervision  and  auditing  by  the  state  agency  known  as  the  State 
Comptroller.  The  development  of  the  present  system  used  in  New 
Mexico  begins  with  the  enactment  of  the  so-called  Bateman  Law 
of  1897,  the  most  significant  paragraph  of  which  reads  as  follows: 
"After   March    12.    1897,    it   shall   be   unlawful    lor   any   board   of 


LOCAL   EXPENDITURE  CONTROL  213 

county  commissioners,  city  council,  town  trustees,  board  of  educa- 
tion, board  of  trustees,  or  board  of  school  directors  of  any  school 
district  for  any  purpose  whatsoever  to  become  indebted  or  con- 
tract any  debts  of  any  kind  or  nature  whatsoever  during  any 
current  year  which,  at  the  end  of  such  current  year,  is  not  and 
can  not  then  be  paid  out  of  the  money  actually  collected  and  be- 
longing to  that  current  year,  and  any  and  all  kinds  of  indebtedness 
for  any  current  year  which  is  not  paid  and  can  not  be  paid  as 
above  provided  for  is  hereby  declared  to  be  null  and  void,  and 
any  officer  of  any  county,  city,  town,  school  district,  or  board  of 
education  who  shall  issue  any  certificate  or  other  form  of  approval 
of  indebtedness  separate  from  the  account  filed  in  the  first  place 
or  who  shall,  at  any  time,  use  the  funds  belonging  to  any  current 
year  for  any  purpose  than  paying  the  current  expenses  of  that 
year  or  who  shall  violate  any  of  the  provisions  of  this  section 
shall  be  deemed  guilty  of  a  misdemeanor  and  upon  conviction 
thereof  shall  be  fined  not  less  than  one  hundred  dollars  nor  more 
than  one  thousand  dollars  or  be  confined  in  the  county  jail  for  a 
period  of  not  more  than  six  months  or  by  both  such  fine  and  im- 
prisonment in  the  discretion  of  the  court  trying  the  case."  The 
foregoing  statute  has  been  upheld  again  and  again  by  our  Supreme 
Court.  It  may,  however,  be  noted,  in  passing,  that  during  the 
period  prior  to  statehood  the  legislatures  now  and  then  passed 
special  laws  validating  claims  which  had  not  been  paid  because  of 
the  limitations  of  the  statute  quoted  above. 

A  foreshadowing  of  this  law  and  of  subsequent  budget  provisions 
is  found  in  the  laws  of  1884  wherein  it  was  provided  that  city 
councils  and  town  trustees  should  "  pass  an  ordinance  to  be  termed 
the  annual  appropriation  bill  for  the  next  fiscal  year  in  which  such 
authorities  may  appropriate  such  sum  of  money  as  may  be  deemed 
necessary  to  defray  all  expenses  and  liabilities  of  such  corporation 
and  in  such  ordinance  shall  specify  the  objects  and  purposes  for 
which  such  appropriations  are  made  and  the  amounts  appropriated 
for  each  object  or  purpose.  No  further  appropriations  shali  be 
made  at  any  other  time  within  such  fiscal  year  unless  the  proposi- 
tion to  make  each  appropriation  has  been  first  sanctioned  by  a 
majority  of  the  legal  voters  of  such  city  or  town,  either  by  a 
petition  signed  by  them  or  at  a  general  or  special  election  duly 
called  therefor,  nor  shall  the  total  amount  appropriated  exceed  the 
probable  amount  of  revenue  that  will  be  collected  during  the 
fiscal  year." 

An  important  step  in  establishing  effective  control  was  taken  by 
the  legislature  of  1903  when  the  office  of  traveling  auditor  and 
bank  examiner  was  created.  It  was  made  the  duty  of  this  official 
to  "  personally  visit  each  county-seat  in  the  state  at  least  twice  in 
each  vear  and  oftener  if  he  mav  deem  it  necessarv  for  the  benefit 
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of  the  state  or  said  county  or  on  the  request  of  the  board  of  county 
commissioners  of  said  county  or  upon  the  direction  of  the  gov- 
ernor. He  shall  examine  and  audit  the  accounts  of  the  said  treas- 
urers and  collectors  as  to  state  taxes  and  report  to  the  county 
commissioners  in  writing  the  result,  with  his  recommendations  with 
reference  to  the  same.  It  is  hereby  made  the  duty  of  said  treas- 
urers and  collectors  to  conform  their  method  of  bookkeeping  and 
the  making  of  reports  both  to  the  state,  treasurer  and  the  auditor 
of  public  accounts,  to  the  recommendations  made  by  the  state  trav- 
eling auditor  and  bank  examiner.  Books  of  accounts,  records,  and 
all  blanks  recommended  to  be  used  by  the  traveling  auditor  and 
bank  examiner  shall  be  furnished  said  county  treasurers  and  col- 
lectors free  of  charge  by  the  state  through  the  office  of  traveling 
auditor  and  bank  examiner.  It  shall  further  be  the  duty  of  said 
traveling  auditor  and  bank  examiner  to  examine  into  and  report  to 
the  Governor,  in  writing,  the  character  and  amount  of  all  outstand- 
ing bonds  of  each  county,  the  time  and  law  under  which  same 
were  issued,  when  by  their  terms  due,  rate  of  interest,  and  the  steps 
that  are  taken  to  provide  for  the  payment  of  same;  such  reports 
to  be  made  by  the  said  traveling  auditor  and  bank  examiner  upon 
blanks  to  be  prepared  by  him  and  printed  and  paid  for  by  warrants 
drawn  on  the  salary  fund  and  charged  against  his  contingent 
account,  and  such  report  shall  contain  such  recommendations  to  the 
governor  as  he  may  deem  necessary  with  reference  to  the  particular 
county  audited  and  shall  be  made  as  soon  as  practicable  after  he 
shall  have  examined  each  county."  The  traveling  auditor  was  also 
authorized  and  directed  to  prescribe  and  install  a  system  of  account- 
ing and  reporting,  to  be  uniform  for  all  county  officials  and  insti- 
tutions— penal,  reformatory,  educational,  or  charitable — and  every 
county  official  and  employee  and  every  official  and  employee  of 
state  institutions  were  required  to  keep  all  accounts  of  their  re- 
spective offices  and  to  make  all  reports  according  to  the  methods 
and  forms  prescribed  by  the  traveling  auditor  and  bank  examiner. 

Without  going  into  the  duties  of  this  official  as  bank  examiner 
which  have  since  been  transferred  to  another  department,  it  is 
found  that  it  was  also  the  duty  of  this  official  to  supervise  the 
compilation  of  the  tax  rolls  of  the  several  counties  of  the  state. 
However,  in  1915,  when  our  State  Tax  Commission  was  estab- 
lished, the  supervision  over  assessments  and  over  the  collection  of 
taxes  was  taken  over  by  that  agency. 

It  is  possible  that  the  state,  or  rather  the  territorial  supervision 
embodied  in  the  territorial  laws  were  brought  about,  to  some  ex- 
tent at  least,  at  the  instance  of  the  Federal  government.  However, 
in  the  early  days  of  statehood  the  legislature  adopted  still  more 
effective  means  for  establishing  centralized  control  over  local  rev- 
enues and  expenditures.     The  laws  of  1915  were  especially  note- 
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worthy  in  this  respect,  due,  no  doubt,  to  the  especially  high  type 
of  men  composing  the  state  senate.  It  may  also  be  noted,  in  pass- 
ing, that  representatives  of  some  of  the  larger  taxpayers  and  tax- 
paying  interests  took  an  active  part  in  the  consideration  and 
preparation  of  tax  legislation.  It  was  in  1915  that  the  State  Tax 
Commission  was  established  and  given  the  power  to  supervise  the 
assessment  and  collection  of  taxes  and  also  to  pass  upon  the  tax 
levies  of  local  jurisdictions.  Definite  tax  limitations  were  set  out 
in  the  act  creating  the  State  Tax  Commission  but  its  most  effective 
control  was  set  up  under  a  short  act  which  read  as  follows :  "  No 
county,  city,  town,  village,  or  school  district  shall  in  any  year 
make  tax  levies  which  will,  in  the  aggregate,  produce  an  amount 
more  than  five  per  cent  in  excess  of  the  amount  produced  by  tax 
levies  therein  during  the  year  preceding,  except  as  hereinafter 
provided.  In  case  the  amount  desired  to  be  produced  by  tax  levies 
is  more  than  five  per  cent  greater  than  the  amount  produced  in 
the  year  preceding,  such  fact  shall  be  set  forth  in  the  form  of  a 
special  request  and  filed  with  the  State  Tax  Commission.  In  case 
the  State  Tax  Commission  approves  such  proposed  increase,  it 
shall  specifically  authorize  the  same ;  if  it  disapproves,  it  shall  so 
state,  with  its  reasons  therefor,  and  its  decision  shall  be  final." 
In  pursuance  of  this  authorization,  the  State  Tax  Commission  pro- 
ceeded to  request  estimates  of  needs  from  the  various  local  juris- 
dictions on  the  basis  that  said  commission  could  not  act  intelli- 
gently upon  requested  tax  levies  unless  they  were  fully  advised  as 
to  the  details  of  needs.  After  consideration  of  the  estimates  sent 
in,  the  commission  certified  the  levies  considered  necessary  and  the 
amounts  of  local  revenues  for  various  purposes  were  thus  deter- 
minded.  Such  revenues  necessarily  limited  also,  under  the  law,  the 
expenses  which  might  be  incurred  for  various  governmental  pur- 
poses and  it  was,  of  course,  the  duty  of  the  office  of  traveling 
auditor  to  see  to  it  that  the  laws  should  be  obeyed  which  limited 
expenditures  for  any  year  to  the  revenues  of  that  year. 

It  was  also  the  legislature  of  1915  which  established  the  county 
as  a  unit  for  producing  revenues  for  the  maintenance  of  the 
schools.  It  was  made  the  duty  of  the  board  of  county  commis- 
sioners of  each  county  to  levy  a  special  school  tax  upon  all  taxable 
property  of  the  county,  which,  together  with  the  other  revenues 
provided  by  law,  could  produce  sufficient  revenue  to  support  and 
maintain  the  schools  in  both  municipal  and  rural  school  districts 
for  the  full  period  of  seven,  eight,  or  nine  months,  in  accordance 
with  the  estimates  as  made  and  finally  passed  upon  for  such  dis- 
tricts. Through  the  efforts  of  the  State  Department  of  Education 
all  school  directors  of  rural  school  districts  and  boards  of  educa- 
tion of  municipal  districts  were  required  to  make  to  the  county 
superintendent   of   schools   and   to   the   board   of    county    commis- 
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sioners  estimates  of  the  amounts  of  funds  necessary  for  the  proper 
maintenance  and  operation  of  the  schools  under  their  jurisdiction. 
Similar  requests  were  required  to  be  made  for  capital  outlays  and 
to  provide  sinking  and  interest  funds  by  a  special  tax  upon  the 
district.  It  may  be  said,  in  passing,  that  the  school  terms  have  in- 
creased from  an  average  of  less  than  five  months  to  an  average 
of  almost  nine  months  in  a  period  of  ten  years  after  the  enactment 
of  our  county  unit  law.  This  may  be  mentioned  as  a  direct  result 
of  the  central  control  exercised  jointly  by  the  State  Tax  Commis- 
sion and  the  State  Department  of  Education. 

It  will  not  be  possible  to  trace  all  the  steps  of  the  development 
of  the  present  methods  of  central  control.  In  1921,  however,  a 
count}-  budget  law  was  enacted  which  provided  that  the  State  Tax 
Commission  should  require  boards  of  county  commissioners  in  each 
county  in  the  state  to  prepare  estimates  of  revenues  required  to 
meet  the  ordinary  financial  needs  of  each  county  in  the  state  for 
the  ensuing  year,  inclusive  of  school  districts,  and  estimates  in 
detail  of  all  moneys  required  for  extraordinary  purposes  that  may 
be  needed  for  the  ensuing  year.  Upon  receipt  of  such  estimates 
the  State  Tax  Commission,  under  this  law  and  acts  amendatory 
thereto,  holds  public  hearings  and  makes  such  investigations  as  said 
commission  may  deem  advisable  and  proper  for  the  purpose  of  ob- 
taining the  information  and  data  necessary  to  its  action  on  such 
budget  estimates.  The  commission  has  the  power  to  approve  or 
disapprove  in  whole  or  in  part,  or  to  amend  or  change  the  budget 
estimates  as  submitted,  and  all  approvals  or  disapprovals  or  amend- 
ments or  changes  are  made  a  matter  of  record  by  the  State  Tax 
Commission. 

When  budget  estimates  have  been  finally  approved  and  recorded, 
such  estimates  are  certified  to  the  State  Comptroller,  an  officer  who 
has  -uperseded  the  former  state  traveling  auditor,  and  to  the  county 
clerks  and  county  treasurers  of  each  county.  Such  certified  budgets 
are  binding  upon  all  county  officials  who  may  not  allow,  approve, 
or  pay  any  claims  in  excess  thereof.  Until  such  approved  and 
certified  budgets  have  been  duly  recorded  in  the  records  of  the 
county  any  payments  thereunder  are  void  and  no  warrants  for  ser- 
vices rendered  or  supplies  furnished  to  the  several  counties  of  the 
state  shall  be  issued  by  any  official  or  paid  by  county  treasurers. 
It  is  made  the  duty  of  the  State  Comptroller  to  examine  and  audit 
the  receipts  and  payments  and  all  other  matters  connected  there- 
with to  see  that  the  provisions  of  the  act  are  enforced  in  each 
county  of  the  state  and  to  prescribe  such  forms  and  methods  of 
accounting  as  may  be  necessary  to  carry  the  provisions  of  the  act 
into  effect.  There  is  a  flexible  provision  that  if  the  payments  for 
any  specific  item  of  the  budget  is  less  than  the  amount  for  such 
item,  the   State   Comptroller  may  permit  the  unused  remainder  in 
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said  item  to  be  used  toward  the  payment  of  any  other  item  in 
which  the  necessity  therefor  exists,  but  no  such  approval  by  the 
State  Comptroller  shall  have  the  effect  of  allowing  total  payments 
to  be  made  in  excess  of  the  total  budget  estimates  for  each  county 
in  the  state  as  finally  approved  and  certified  by  the  State  Tax 
Commission.  It  must  be  kept  in  mind  that  there  is  also  the  limita- 
tion that  expenses  incurred  may  not  exceed  the  actual  receipts  be- 
longing to  or  applicable  to  any  current  year. 

In  the  same  year  in  which  the  county  budget  law  was  enacted, 
the  office  of  state  educational  auditor  was  created  "  for  the  pur- 
pose of  efficiently  and  scientifically  controlling  and  supervising  the 
levying  of  taxes  and  the  expenditure  of  public  funds  for  state 
educational  institutions  and  county  and  municipal  schools  and 
school  boards."     The  duties  of  this  office  are  described  as  follows: 

A.  To  compile  and  preserve  accurate  information  concerning 
school  finance  and  administration ;  to  immediately  report  to 
the  Governor  any  violation  of  the  budget  law  or  any  illegal 
expenditure  of  school  funds. 

B.  To  confer  with  the  State  Tax  Commission  as  to  the  forms 
for  reports  and  budgets  to  be  required  from  all  school  dis- 
tricts and  jointly  with  said  commission  to  prescribe  such 
necessary  forms  and  reports  as  may  be  deemed  expedient. 

C.  To  prescribe  the  forms,  for,  and  supervise  and  control  the 
preparation  of  all  budgets  and  estimates  of  all  schools  and 
state  educational  institutions. 

D.  To  consult  and  advise  with  the  State  Superintendent  of 
Public  Instruction  in  regard  to  financial  matters  affecting 
all  schools. 

Under  an  act  of  the  1923  legislature  there  was  created  a  school 
budget  commission  in  each  county,  consisting  of  two  resident  tax- 
payers, one  from  each  of  the  two  dominant  political  parties,  ap- 
pointed by  the  board  of  county  commissioners,  and  the  State  Edu- 
cational Budget  Auditor,  who  acts  as  the  third  member  of  the 
school  budget  commission  for  each  county.  To  this  budget  com- 
mission the  governing  boards  of  all  school  districts,  rural  and 
municipal,  within  the  county,  submit  their  estimate  of  school  needs 
for  the  ensuing  school  fiscal  year.  After  due  consideration  and 
public  hearings  the  school  budgets  for  the  various  school  districts 
are  determined  upon  by  the  budget  commission  for  each  county 
and  these  budgets  are  certified  by  the  State  Educational  Budget 
Auditor  to  the  State  Tax  Commission.  The  State  Tax  Commis- 
sion then  proceeds  to  hold  hearings  and  to  determine  the  final 
allowances  for  school  needs  in  each  county.  After  deducting  school 
balances,  anticipated  apportionment  of  common  school  current 
funds,   delinquent  tax  collections  and  all   other   credits,   the   State 
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Tax  Commission  certifies  to  the  boards  of  county  commissioners 
the  net  amount  to  be  raised  by  tax  levies  and  the  rate  thereof. 

There  is  another  general  act  of  the  1921  legislature  which  makes 
it  the  duty  of  the  State  Tax  Commission  to  require  the  officers  or 
governing  bodies  of  all  counties,  municipalities,  school  districts  or 
any  other  district  having  the  power  of  taxation  or  authority  to 
expend  public  moneys,  to  furnish  and  file  with  the  commission  a 
budget  showing  in  detail  the  financial  condition  of  such  district 
and  containing  an  estimate  in  detail  of  the  financial  needs  of  such 
district  for  which  taxes  must  be  levied  by  or  through  the  boards 
of  county  commissioners.  Such  budgets  must  be  in  such  form  and 
contain  such  information  as  may  be  prescribed  by  the  commission. 
After  examining  these  budgets,  the  State  Tax  Commission  has  the 
power  and  is  charged  with  the  duty  to  amend,  revise,  correct  and 
approve  the  same  as  amended,  revised,  or  corrected,  and  certify 
the  same  to  the  board  of  county  commissioners  of  each  county. 
Such  budgets,  when  approved  by  the  commission,  shall  be  binding 
on  all  tax  officials  of  the  state. 

Two  important  measures  enacted  by  the  legislature  of  1923  weie 
the  State  Comptroller's  Act  and  the  Public  Moneys  Act.  I  will 
not  take  time  to  speak  about  the  Public  Moneys  Act.  The  other 
measure  provided  for  a  State  Comptroller  to  be  appointed  by  the 
governor,  whose  duty  it  is  to  formulate,  prescribe,  and  install  a 
system  of  accounting  and  reporting,  which  shall  be  uniform  in 
principle  for  every  state  and  county  official ;  every  state  and  county 
institution,  penal,  reformatory,  educational,  and  charitable;  every 
charitable  institution  and  hospital  for  which  legislative  appropria- 
tions are  made;  every  state  commission,  bureau,  or  board;  every 
incorporated  city,  town,  or  village;  every  school  district;  every 
drainage  or  irrigation  district  and  every  other  official,  board  or 
commission  of  a  purely  public  nature,  for  every  office  of  the  same 
class.  It  is  made  the  duty  of  every  state  and  county  official  and 
employee  and  the  officials  and  employees  of  every  state  and  county 
institution,  penal,  reformatory,  educational,  and  charitable;  every 
charitable  institution  or  hospital  for  which  legislative  appropria- 
tion is  made;  every  incorporated  city,  town,  or  village;  every 
municipal,  consolidated,  union  high  or  rural  school  district ;  every 
drainage  or  irrigation  district,  and  every  public  board,  bureau  or 
commission  to  keep  all  the  books,  records,  and  accounts  in  their 
respective  offices  in  the  form  prescribed  and  to  make  all  reports  as 
may  be  required  by  the  State  Comptroller.  The  said  official,  or 
any  of  his  assistants,  has  the  power  to  examine  into  all  financial 
affairs  of  every  agency  listed  above.  He  shall  make  such  exami- 
nations when  he  deems  necessary  or  when  the  Governor  deems  it 
necessary  and  shall  so  order;  also  when  petitioned  therefor  by  a 
reasonable   number   of   taxpayers   affected   or   when   the  governing 


LOCAL  EXPENDITURE  CONTROL  219 

board  of  any  political  subdivision  above  mentioned  may  deem  an 
examination  or  audit  of  the  same  or  any  of  its  officials  advisable. 
During  the  last  year  and  a  half  practically  all  agencies  of  the  gov- 
ernmental organization  have  been  audited,  covering  periods  of  from 
one  to  seven  years.  At  the  present  time  all  units  have  been  audited 
up  to  June  30,  1930,  and  it  is  the  purpose  to  establish  a  system  of 
current  inspection  and  examination  and  annual  audits,  which  the 
intensive  auditing  campaign  of  recent  administrations  made  pos- 
sible. A  full  and  complete  report  of  all  audits  and  examinations 
must  be  made,  in  writing,  by  the  State  Comptroller  to  the  Gov- 
ernor, setting  out  in  detail  any  violation  of  laws  relating  to  public 
expenditures,  including  the  various  budget  laws.  It  is  made  the 
duty  of  the  State  Comptroller  to  enforce  the  penalty  provisions  for 
exceeding  the  appropriation  of  the  budget  or  for  incurring  ex- 
penses in  excess  of  the  revenues  belonging  to  any  one  year. 

From  what  has  been  said,  it  is  apparent  that  Xew  Mexico  has  a 
body  of  laws  that  gives  the  state  full  power  to  control  local  ex- 
penditures. I  would  not,  however,  like  to  leave  the  impression  that 
this  power  is  exercised  in  any  arbitrary  and  unreasonable  manner. 
The  characteristic  of  the  New  Mexico  system  is  that  it  does  recog- 
nize the  factor  of  local  control.  However  rigid  the  laws  may 
appear  to  be,  there  has  actually  grown  up  between  the  state  agen- 
cies and  the  local  boards  and  officials  a  spirit  of  cooperation  for 
the  purpose  of  distributing  our  limited  revenues  among  various 
governmental  purposes  according  to  the  relative  importance  of  each 
and  upon  a  basis  of  economy  and  efficiency. 

It  is  not  my  purpose  to  dwell  upon  the  rigid  tax  limitations 
fixed  by  the  laws  except  to  point  out  that  we  have  definite  limits 
for  counties,  cities,  towns,  villages,  and  school  districts.  Now  and 
then  the  legislature  will  enact  a  law  and  provide  that  the  levy  for 
the  purposes  of  the  act  shall  be  outside  the  limitations.  The  State 
Tax  Commission,  of  course,  sees  to  it  that  tax  levies  are  kept  within 
the  maximum  provided.  Within  these  limits  it  is  the  spirit  of  the 
state  administration  to  assist  localities  in  the  determination  of  pro- 
grams of  governmental  service  and  to  distribute  available  revenue 
with  due  regard  to  the  limited  ability  of  the  people  of  the  various 
counties  and  communities. 

With  reference  to  the  argument  that  tax  limitations  drive  com- 
munities to  resort  to  bond  issues,  it  should  be  pointed  out  that  in 
New  Mexico  all  bonds  must  be  voted,  and  bonds  can  be  voted  only 
for  purposes  of  capital  outlay.  No  bonds  may  be  voted  to  meet 
current  expenses. 

As  to  bond  issues,  we  have  constitutional  provisions  that  place 
limitations  upon  the  several  jurisdictions.  Counties  may  not  vote 
bonds  in  excess  of  4%.  of  the  assessed  valuation  of  the  preceding 
vear.     School  districts  are  limited  to  6%.     Cities,  towns,  and  vil- 
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lages  are  limited  to  Y/c  of  the  assessment  of  property,  except  for 
purposes  of  constructing  sewers  and  water  plants.  Taxpayers  only 
may  vote  on  bond  issues,  excepting  those  of  school  districts,  and  in 
the  case  of  school  districts  the  issuance  of  bonds  can  be  initiated 
under  the  law  only  upon  petition  of  a  certain  percent  of  taxpayers. 
All  our  bonds  at  the  present  time  are  issued  in  serial  form  and 
may  run  for  any  number  of  years,  not  exceeding  20  years,  except 
that  bonds  for  utilities  may  run  30  years.  Retirement  must  begin 
not  later  than  the  third  year  after  the  date  of  issue.  In  the  case 
of  school  bonds,  all  proceedings  must  be  reviewed  and  approved  by 
the  Attorney  General  and  no  bonds  may  be  issued  until  the  State 
Tax  Commission  has  been  informed  thereof  and  until  the  State 
Tax  Commission  shall  have  reviewed  the  proposal  as  to  its  legality. 
The  State  Tax  Commission  has  no  power  to  disapprove  bonds 
but  simply  to  set  out  all  the  facts  from  an  exclusively  constitu- 
tional and  legal  point  of  view.  It  may  be  said  that  there  is  a 
growing  sentiment  for  a  greater  degree  of  supervision  by  the  state 
in  the  matter  of  issuing  bonds  and  supervising  the  retirement 
thereof. 

It  may  seem  to  some  that  Xew  Mexico  has  gone  rather  far  in 
its  attempt  through  state  agencies  to  control  local  expenditures, 
and  consequently  local  activities.  But  one  finds,  upon  taking  stock 
of  the  situation  in  various  states  of  the  Union,  that  tendencies  are 
strong  in  the  same  direction  everywhere.  Everyone  knows  about 
the  Indiana  plan,  which  has  been  followed  in  Iowa  and  to  some 
extent  in  other  states.  At  its  last  session  the  legislature  of  Indiana 
passed  a  law  which  provided  that  local  budgets  for  the  ensuing  two 
years  should  not  exceed  the  budgets  for  the  present  year.  And 
now  comes  North  Carolina  with  its  state  commission  for  the  super- 
vision of  local  government  and  West  Virginia  with  its  state  sinking 
fund  commission.  In  both  instances  the  responsibility  of  the  state 
is  recognized.  We,  of  Xew  Mexico,  have,  therefore,  come  East 
to  learn  from  observation  of  the  practical  operation  of  these  meas- 
ures —  how  further  to  render  government  more  beneficial  to  its 
people  by  means  of  state  leadership.  The  movement  towards  cen- 
tralized control  is  in  full  swing  and  began  to  assume  definite 
objectives  some  fifteen  years  ago.  Members  of  the  National  Tax 
Association  will  recall  the  address  of  Herbert  J.  Hagerman.  for- 
merly governor  of  New  Mexico,  at  the  Tenth  Annual  Conference 
of  the  National  Tax  Association  at  Indianapolis  in  1916.  In  the 
course  of  an  address  before  the  association.  Mr.  Hagerman  spoke 
as  follows :  "  Whether  or  not.  under  a  pure  democracy  with  un- 
limited suffrage  really  efficient  government  will  ever  be  possible  is 
a  question  which  it  is  almost  futile  to  discuss.  Whatever  the  truth 
as  to  administrative  efficiency  under  other  forms  of  government,  it 
seems   to   be  true   that   under   the  political   conditions   which    have 
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grown  up  in  our  own  form  of  .democracy,  inefficiency  and  ex- 
travagance have  become  very  general.  ...  I  am  of  the  opinion 
that  two  of  the  principal  causes  of  this  condition  are,  first,  the 
overwhelming  and  often  demoralizing  demands  growing  out  of 
politics  upon  the  time,  the  energy,  and  the  resources  of  men  hold- 
ing public  administrative  positions;  second,  the  general  apathy  of 
the  average  citizen  towards  conditions  which  only  remotely  and 
indirectly  affect  him  as  an  individual." 

These  are  the  difficulties  with  which  we  have  to  contend  in  New 
Mexico  and  elsewhere.  That  state  is  fortunate  which  has  individ- 
uals who  devote  themselves  to  patient,  persistent  efforts  to  bring 
about  an  effective  administration  of  public  affairs.  It  is  a  coinci- 
dence that  at  this  conference  of  the  National  Tax  Association  the 
matter  of  public  expenditures  is  so  strongly  stressed  and  that  at 
the  former  session  at  Atlanta  Mr.  Hagerman  read  a  progress  report 
of  the  committee  on  public  expenditures,  found  in  the  Proceedings 
of  the  Eleventh  National  Tax  Conference  held  in  this  city  in  1917. 
I  would  like  to  quote  from  this  report  as  follows :  "  We  believe 
that  no  contemplated  program  should  be  made  on  the  assumption 
that  public  expenditures  are  bad  and  that  they  ought  to  be  stopped. 
If  this  were  wholly  true,  government  in  most  countries  would  long 
ago  have  gone  to  pieces.  The  prevailing  system  has,  however,  been 
accepted  for  centuries  and  has  been  generally  regarded  by  a  major- 
ity of  people  as  a  necessary  evil.  Much  of  the  expenditure  is 
obviously  right  and  much  of  it  is  manifestly  and  undeniably  wrong; 
much  is  actually  wrong,  but  such  can  be  righted  only  after  patient 
and  long-continued  pressure.  It  must  be  candidly  admitted  that, 
under  our  form  of  government  and  under  all  other  forms  of  gov- 
ernment now  existing  in  the  world,  in  varying  degrees  a  certain 
amount  of  money  waste  is  inevitable.  Those  who  govern  demand 
it  by  right  of  usage,  and  those  who  are  governed  more  or  less 
reluctantly  accept  it  as  part  of  the  system.  It  would  be  futile  for 
any  national  movement  for  the  elimination  of  waste  in  govern- 
mental expenditures  to  start  out  with  the  hope  that  government 
business,  as  a  whole,  will  ever  be  conducted  as  efficiently  as  well- 
conducted  private  business.  This  seems  especially  true  in  a  coun- 
try like  our  own  where,  except  in  times  of  great  crises,  public 
work,  largely  because  it  is  underpaid,  does  not  often  attract  the 
best  equipped  men,  or  where  because  of  political  conditions  it  is 
often  not  available  to  them.  While  a  certain  amount  of  waste  is, 
therefore,  admittedly  inevitable  and  must  be  so  accepted,  there  is 
in  our  opinion  a  tremendous  margin  between  that  and  what  actually 
occurs,  take  the  country  as  a  whole." 

May  I  close  by  quoting  from  an  article  of  Mr.  Richard  S.  Childs 
in  Century  of  April,  1931  :  "  After  one  hundred  and  fifty  years  of 
experience  government  by  the  people  has  proven  subtly  difficult  to 
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organize.  This  is  evidenced  by  the  restlessness  with  which  we  try 
varying'  schemes  of  municipal  government,  revise  election  machin- 
ery, rewrite  state  constitutions,  and  then  amend  the  amendments. 
Yet  in  spite  of  shortcomings,  there  is  no  cynicism  about  it.  Cor- 
ruption and  inefficiency  there  may  be  but  there  is  also  constant 
courage  and  willingness  on  the  part  of  citizen  leaders  to  try  for 
successful  and  stable  reform.  From  early  efforts  to  turn  the 
rascals  out,  these  reforms  have  become  largely  the  work  of  tech- 
nicians— the  staffs  of  civic  associations,  bureaus  of  municipal  re- 
search, commercial  organizations,  and  universities.  There  have 
been  devised  and  installed  dry-as-dust  procedures  having  to  do  with 
budgets,  accounting,  cost  keeping,  assessing,  short  ballots,  model 
charters,  and  the  like,  that,  without  hue  and  cry,  have  materially 
modified  the  character  of  government.  The  object  of  this  mechan- 
ism is  good  government  in  a  new  sense." 

Chairman  Johnson:  I  think  Xew  Mexico  is  in  luck.  Of 
course,  Mr.  Asplund  got  out  there  when  the  state  was  young,  and 
there  were  not  many  people.  He  had  a  chance  to  get  in  on  the 
ground  floor,  and  straightened  out  a  great  many  difficulties  that  our 
older  states  have  trouble  with. 

As  Mr.  Randall  is  not  here,  before  we  begin  the  discussion  of 
the  papers  presented,  President  Smith  would  like  to  take  charge  of 
the  meeting  for  a  few  minutes. 

Chairman  Smith  :  Many  gathered  here  this  afternoon,  but 
probably  not  all,  are  aware  that  a  beloved  character  and  untiring 
worker  in  the  National  Tax  Association,  and  one  of  our  ex -presi- 
dents, has  passed  away  since  our  last  conference.  I  refer  to  Nils 
P.  Haugen,  for  many  years  connected  with  the  Wisconsin  Tax 
Commission,  and  a  national  character  in  taxation  circles.  I  have 
read  many  articles  written  by  this  wonderful  man,  and  while  1  did 
not  know  him  personally  I  held  him  in  high  esteem  and  admira- 
tion, and  I  believe  it  would  be  appropriate  at  this  time  to  dispense 
with  the  program  for  a  few  moments  to  listen  to  some  words 
coming  from  the  lips  of  his  associates  and  friends.  I  see  in  the 
audience  one  of  the  old-timers,  Mr.  Bliss  from  Rhode  Island,  and 
I  am  going  to  ask  him  to  say  a  few  words — Mr.  Bliss. 

Zenas  W.  Bliss  (Rhode  Island)  :  Mr.  President,  Mr.  Chairman 
and  Members  of  the  Conference  and  the  National  Tax  Association: 
It  seems  to  me  very  appropriate  that  we  should  take  a  few  minutes 
from  our  busy  sessions  to  pay  at  least  the  passing  tribute  of  a  sigh 
to  one  who  was  very  prominent  in  the  early  days  of  the  National 
Tax  Association,  and  who  has  been  for  many  years  very  prominent 
in  questions  of  taxation,  state  and  local,  as  well  as  national. 

The  vouns:er  members  of  the  association  have  not  had  the  benefit 
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of  personal  contact  with  Nils  Haugen,  as  the  older  members  have, 
but  he  was  an  outstanding  figure  in  the  field  of  taxation. 

Those  of  you  who  ever  saw  him  and  remember  him  will  recol- 
lect what  an  imposing  figure  he  was  at  the  conference,  large  of 
body,  large  of  mind  and  large  of  heart.  He  was  always  ready  to 
help  the  struggling  tax  commissioner  who  was  coming  into  the 
field,  and  I  was  one  of  those  when  I  first  met  him,  and  I  shall 
long  remember  the  very  cordial  greetings  and  the  assistance  that 
he  so  readily  gave.  He  gave  very  generously  of  the  best  he  had  to 
his  adopted  country,  and  to  his  state  and  to  this  association;  and  I 
am  very  glad  indeed  to  pay  him  an  affectionate  tribute.  There  are 
others  here  who  knew  him  better  and  longer  than  I  did,  and  I 
will  call  on  two  of  those  to  say  just  a  word  in  order  that  you  may 
have  a  better  picture  of  this  man  than  I  am  able  to  give  you. 
I  will  call  first  upon  Doctor  T.  S.  Adams. 

T.  S.  Adams  (Connecticut)  :  Governor  Bliss,  Mr.  President,  and 
Ladies  and  Gentlemen :  It  is  also  a  great  privilege  of  mine  to  pay 
a  brief  tribute  to  the  memory  of  Mr.  Haugen.  I  think  we  may 
say  of  him  that  he  was  a  first-class  tax  man,  and  that  is  a  real 
tribute.  In  the  first  place,  he  was  a  man  of  principle.  He  had 
definite  principles  grounded  upon  experience  and  study,  and  he 
adhered  to  them,  sometimes  in  difficult  situations.  I  recall — and  I 
knew  him  many  years  intimately — that  upon  his  first  introduction 
to  official  tax  work  he  was  beset  by  a  very  trying  problem.  There 
had  been  a  movement  to  increase  the  taxation  of  railways,  and  it 
had  been  determined  to  assess  and  tax  railways  on  an  appropriate 
valuation,  which  meant  on  a  full  valuation,  at  the  average  rate 
imposed  upon  the  other  property  of  the  state,  and  the  leading 
figure,  also  a  great  and  sincere  man,  who  led  that  movement  thought 
they  meant  the  average  based  upon  assessed  values.  Mr.  Haugen 
had  been  appointed  to  the  Wisconsin  Tax  Commission  in  common 
to  represent  that  branch  of  thought  and  feeling  in  politics  which 
had  brought  about  the  new  method  of  railway  taxation,  but  he 
insisted  that  both  equity  and  far-sighted  expediency  meant  that  the 
average  rate  of  taxation  should  be  the  average  rate  upon  the  basis 
of  the  true  value  of  other  property,  that  as  railroads  were  being 
assessed  on  their  true  value,  the  average  rate,  as  stated,  should  be 
the  average  on  the  basis  of  the  true  valuation  of  the  other  property 
of  the  state.  It  was  a  crucial  question  of  principle;  it  was  im- 
portant fiscally;  and  Mr.  Haugen  stood  his  ground.  He  said,  "If 
the  matter  is  settled  otherwise,  I  resign."  I  recall  he  had  been  in 
office  just  a  month  or  so  when  he  made  that  decision.  It  meant 
perhaps  a  break  with  old  friends.  It  was  characteristic  of  the  man, 
and  he  made  the  decision  and  stood  there  calmly  and  quietly;  and 
in  all  the  affairs  of  life,  so  far  as  I  know — and  I  knew  him  inti- 
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mately  for  many  years— he  displayed  that  thorough  adherence  to 
set  principles  thoughtfully  adopted. 

1  think  the  second  characteristic  of  the  man  which  most  inter- 
ested me  was  his  breadth,  an  essential  of  a  good  tax  man.  He 
was  a  very  wide  reader,  and  although,  as  Governor  Bliss  has  inti- 
mated, he  came  here  as  an  immigrant  lad.  he  was  possibly  in  many 
ways  the  most  learned  tax  man  in  the  United  States.  Curiously 
enough,  he  had  acquired  in  one  way  or  another  a  fluent  and  thor- 
ough knowledge  of  French,  German,  Dutch,  and  all  the  Scandi- 
navian languages,  and  he  read  constantly  not  only  the  general 
literature  but  particularly  the  financial  literature  concerning  those 
countries,  and  his  mind  was  stored  with  references  and  allusions 
and  precedents  drawn  not  only  from  the  history  and  experience  of 
the  United  States  but  the  history  and  experience  of  other  coun- 
tries. That  made  him  a  broader  man,  a  wiser  man.  and  a  better 
tax  man. 

Thirdly,  he  was  by  way  of  being  rather  a  competent  politician, 
I  should  say  also,  I  think,  a  sound  attribute  of  a  tax  man.  I  often 
say  that  a  really  first-calss  politician  is  the  noblest  work  of  God. 
T  repeat  it.  My  conviction  on  that  subject  was  partially  based 
upon  a  very  thorough  acquaintanceship  with  Xils  Haugen.  He  was 
an  office-holder  most  of  his  life.  To  me,  the  fact  that  he  was  an 
office-holder  most  of  his  life  and  died  with  the  universal  respect 
of  the  people  he  had  taxed,  as  well  as  the  people  for  whom  he  was 
taxing,  is  a  great  tribute  to  his  political  finesse. 

Lastly,  he  had  a  deep  and  abiding  sense  of  humor.  I  think  that 
also  is  an  essential,  and  a  very  necessary  ingredient  in  the  make-up 
of  a  first-class  tax  man. 

I  could  tell  you  many  stories  borne  of  this  sense  of  humor,  one 
virtue  of  which  was  the  capacity  which  it  gave  him.  incidentally, 
to  penetrate  sham  and  hypocrisy. 

He  was  a  systematic  and  industrious  man.  I  suppose  for  a 
period  of  fifteen  or  twenty  years,  to  my  certain  knowledge,  he 
kept  minute  record  of  stock  and  bond  values  of  all  the  important 
utility  systems  of  the  country,  particularly  those  that  touched  the 
state  of  Wisconsin,  and  could  almost  instantly  give  you  the  last 
averages  and  figures  relating  to  that  aspect  of  railway  valuation. 

He  died  rich  in  years  and  respect. 

]  am  a  bit  touched  as  I  think  of  the  death,  almost  in  the  same 
month,  of  Xils  Haugen  and  Tom  Lyons,  my  old  associates  of  the 
Wisconsin  Tax  Commission;  Lyons  as  able  and  fine  a  character  in 
his  way  as  Haugen  was  in  his. 

The  State  of  Wisconsin  and  the  United  States  as  well  are  the 
better  lor  the  work  and  activity  of  men  of  that  kind.  Somehow  I 
do  not  feel  greatly  sorry  that  Mr.  Haugen  has  gone;  he  left  so 
much   behind.      If    we   could   have    a    few   more   like   him    in    the 
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National  Tax  Association  and  in  public  life  we  would  be  infinitely 
better  off. 

Zenas  W.  Bliss:  I  call  on  Mr.  Francis  N.  Whitney  of  New 
York. 

Francis  N.  Whitney  (New  York)  :  Mr.  President,  Ladies  and 
Gentlemen :  I  listened  with  the  greatest  interest  to  Doctor  Adams 
and  Governor  Bliss.  Of  course,  Doctor  Adams  knew  Mr.  Haugen 
longer  and  more  intimately  than  I  did,  and  he  has  painted  such  a 
word-picture  of  his  sterling  worth,  of  his  integrity,  of  his  knowl- 
edge, and  of  his  love  for  his  fellowman  that  I  hesitate  to  attempt 
to  add  anything  to  it. 

I  do  not  recall  when  I  first  met  Mr.  Haugen.  but  I  have  in  mind 
an  appearance  I  made  before  the  Tax  Commission  of  Wisconsin 
when  it  consisted  of  Mr.  Haugen,  Mr.  Curtis  and  Judge  Gilson. 
On  my  first  contact  with  him  I  found  him  to  be  more  or  less  mag- 
netic. He  was  a  man  who  never  kept  anything  up  his  sleeve ;  he 
was  a  man  who  was  perfectly  willing  to  discuss  your  problems  and 
the  problems  of  the  state  in  an  open,  free,  honest,  straight-forward 
way.  I  was  impressed  with  those  principles.  When  I  appeared  at 
the  office  of  the  tax  commission  I  was  told  by  the  secretary  that 
Mr.  Haugen  had  unexpectedly  been  called  away  by  some  one 
whom  it  was  important  for  him  to  see,  and  he  offered  his  apolo- 
gies and  said  Mr.  Haugen  might  be  delayed,  but  that  he  had  left 
for  my  perusal  the  papers,  the  memoranda,  the  notes  and  calcula- 
tions which  were  used  to  make  up  the  assessment  of  the  corpora- 
tion I  represented.  He  had  left  word  that  I  was  to  have  all  this 
data  and  sit  down  in  his  office  and  go  over  it,  criticize  it  if  I 
wished,  point  out  errors  if  I  thought  there  were  any,  and  that  he 
would  be  back  and  discuss  the  matter  with  me  as  soon  as  possible. 
There  certainly  could  not  be  anything  fairer  than  that.  He  had  no 
axe  to  grind.  His  hand  was  not  against  any  individual  or  corpora- 
tion. All  he  was  trying  to  do  was  to  do  his  duty ;  and  as  far  as 
I  know  he  did  it.  That  was  the  official  side,  I  might  say,  of  Mr. 
Haugen's  character. 

His  personal  side  was  even  more  attractive,  if  that  could  be. 
He  was  a  man  who  inspired  confidence  and  affection.  I  had  a 
real  affection  for  Mr.  Haugen.  I  never  went  to  Madison,  even 
after  he  was  off  the  commission,  that  I  did  not  call  him  up  almost 
immediately  upon  my  arrival  and  arrange  to  see  him,  sometimes  in 
his  home,  sometimes  where  I  was  staying  at  one  of  the  hotels; 
and  the  time  I  spent  with  him  in  those  informal  friendly  confer- 
ences are  some  of  the  happiest  hours  that  I  ever  spent. 

Mr.  Adams  has  referred  to  the  fact  that  he  was  a  large  man. 
He  was.  Those  of  us  who  went  to  Seattle  must  have  been  im- 
pressed with  the  grandeur  of  the  Canadain  Rockies.  To  my  mind 
15 
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we  can  point  symbolically  to  those  Canadian  Rockies  as  a  monu- 
ment to-  Mr.  Haugen.  His  feet  were  always  on  the  ground,  and 
well  planted.  He  did  reach  above  his  fellow  men,  but  he  never 
lost  sight  of  those  who  were  around  about  him  and  perhaps  below 
him.  He  always  had  their  interest  in  mind,  and  he  always  saw  to 
it,  to  the  best  of  his  ability,  without  compromise,  without  stultify- 
ing himself,  without  doing  anything  he  need  be  ashamed  of  that 
everyone  got  a  square  deal.  He  was  a  big  man,  and  I  certainly 
am  protfd  that  I  could  call  him  my  friend. 

William  Mueller  (Minnesota)  :  May  I  suggest  that  before  we 
leave  this  subject  we  ask  all  present  to  rise  to  pay  a  moment  of 
silent  tribute  to  the  memory  of  Mr.  Haugen. 

(Rising  tribute  to  Nils  P.  Haugen,  deceased.) 

Chairman  Smith  :  I  now  return  the  chair  to  Doctor  Johnson. 

Chairman  Johnson  :  You  know  it  is  a  wonderful  thing  that  a 
man  can  do  as  this  ex-president  of  ours  did,  the  most  unpopular 
and  the  most  disagreeable  task  in  the  world,  and  leave  so  many 
friends  behind  him. 

Xow,  we  are  going  to  resume  the  discussion  and  we  would  like 
to  hear  from  any  one  here  that  has  anything  to  say  on  the  two 
preceding  papers. 

Henry  F.  Long  (Massachusetts)  :  Mr.  President,  I  do  not  want 
to  take  anybody's  time,  but  as  I  recall  it  there  was  on  the  program 
for  discussion  one  of  the  directors  of  my  own  division,  Mr.  Wad- 
dell,  who  for  many  years  has  had  charge  of  the  direction  of  control 
and  audit  of  the  cities  and  towns  of  the  Commonwealth  of  Massa- 
chusetts, and  because  I  did  not  want  Massachusetts  to  go  entirely 
unrepresented,  he  not  being  able  to  be  here  because  of  sickness. 
I  wanted  to  say  the  few  words  that  he  might  possibly  have  said  if 
he  were  here. 

I  want  first,  of  course,  to  indicate  that  Massachusetts,  being  a 
much  poorer  state  than  California,  cannot  show  you  any  such 
elaborately  bound  and  printed  budget  arrangement  as  California 
has  displayed  before  our  envious  eyes  this  afternoon.  I  can  say, 
however,  probably  in  common  with  every  other  state  in  the  Union 
and  all  persons  interested  in  government,  that  there  can  be  no 
argument  against  budgets.  The  principle  of  the  budget,  namely  a 
determination  of  what  a  community  is  going  to  expend  for  a  given 
period,  and  the  subject  matters  which  are  going  to  control  those 
expenditures,  it  seems  to  me  cannot  be  successfully  argued  against. 
We  start  then,  all  of  us,  with  the  premise  firmly  established  that 
we  ought  to  know  how  much  we  are  going  to  spend.  Xow,  two 
difficulties  immediately  approach  us;  the  first  one  is,  can  we  fairly 
estimate   in   advance,   twelve   months   or   twenty-four   months,   the 
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revenue  that  we  are  likely  to  receive  for  the  purpose  of  providing 
for  the  amounts  which  we  set  up  in  the  budget?  And  the  second 
consideration,  if  we  can  establish  that,  is  whether  or  not  at  the  end 
of  that  period  we  are  in  as  good  a  position  to  discharge  the  obli- 
gations which  we  have  incurred  through  budget  passing  as  we 
could  fairly  anticipate  we  were  going  to  be.  We  are  right  now  in 
an  experience  which  would  probably  prompt  one  to  say  that  1929, 
in  what  might  be  called  a  period  of  easy  money,  was  hardly  a 
period  in  which  a  person  with  any  reasonable  degree  of  accuracy 
could  determine  either  what  the  revenue  was  going  to  be  in  1931, 
or  what  the  demands  were  going  to  be  in  1930;  and  I  think  that 
is  one  of  the  weaknesses  of  the  budget,  namely,  the  almost  impos- 
sible task  of  foreseeing  what  is  going  to  occur  either  by  way  of 
demands  which  must  be  met,  perhaps  best  expressed  now  through 
our  unemployment  and  the  need  of  greater  expenditures  in  public 
welfare,  or  the  failure  of  revenues.  Perhaps  the  thought  on  the 
part  of  some  that  the  way  to  relieve  unemployment  is  to  go  in  and 
starve  some  of  us  so  as  to  meet  expenditures  for  capital  outlays 
for  public  purposes,  or  whether  or  not  there  should  be  a  curtail- 
ment in  other  matters  in  order  to  devote  more  money  to  actual 
public  welfare. 

Then,  the  next  thing,  I  think,  that  comes  in  respect  to  budgets 
is  whether  or  not  we  should  segregate  budgets,  whether  we  should 
have  a  very  finely  detailed  budget,  or  whether  we  should  have  one 
that  had  some  elasticity  in  its  joints.  Now,  I  assume  the  primary 
purpose  of  a  budget  is  to  endeavor,  as  best  you  can,  for  a  period, 
to  determine  about  how  much  the  community  ought  to  expend.  In 
Massachusetts  we  have  the  state  with  a  budget,  and  we  have  many 
of  our  cities  and  towns  with  budgets,  and  there  is,  I  think,  fair 
control  in  those  communities  that  have  budgets;  but  we  run  into 
a  great  many  of  the  communities  not  being  equipped  with  the 
possibilities  of  establishing  what  you  might  call  a  real  budget  resort 
to  the  determination  of  the  amount  that  can  be  fairly  spent  through 
what  are  called  finance  boards,  set  up  in  each  of  the  towns  or 
cities  that  do  not  have  a  budget  control,  who  submit  recommenda- 
tions to  the  town  meetings,  which  we  still  have  in  Massachusetts, 
or  through  the  city  government,  indicating  the  amount  of  money 
that  is  to  be  expended. 

As  to  the  California  plan,  I  thought  I  was  in  error  at  first  in 
thinking  that  the  legislature  enacted  this  entire  budget  proposal 
which  Mr.  Vandegrift  has  so  graphically  displayed  to  us  today. 
My  conception  of  legislators  at  first  is  that  they  are  not  elected 
necessarily  to  devote  their  attention  to  the  minutia  of  budget  ex- 
penditures, but  more  to  the  broad  general  principles  of  how  much 
the  total  is  going  to  be. 

There  is  another  weakness  in  that  because  too  frequently  there 
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is  a  determination  on  the  part  of  the  body  submitting  the  budget — 
that  may  be  the  Governor  or  may  be  the  legislator — that  arrives  at 
a  total  figure  of  so  much  that  ought  to  be  expended,  and  then 
undertakes  to  split  that  up  between  the  various  activities  of  gov- 
ernment which  are  to  make  the  expenditures.  That  perhaps  works 
out  in  the  long  run,  so  far  as  the  taxpayer  is  concerned,  in  two 
ways:  If  it  is  intelligently  handled  it  means  that  the  taxpayer  is 
not  obliged  to  contribute  to  the  cost  of  government  more  than  it 
is  fair  that  he  should  contribute;  on  the  other  hand,  it  sometimes 
works  out  that  the  major  portion  of  that  total  amount  is  made  to 
go  for  current  things  which  are  very  likely  to  be  responsive  to  the 
people's  desires  to  spend  for  things  that  bring  pleasure  or  tem- 
porary comfort,  and  an  overlooking  of  the  capital  demands  or  the 
permanent  demands  which  must  be  met  by  the  next  budget  oper- 
ation. 

The  weaknesses  also  of  a  segregated  budget  seem  to  me  to  be 
very  pronounced.  If  you  undertake  through  a  budget  to  tell  a 
given  community,  whether  it  is  a  city  or  town  or  county  or  state, 
through  any  of  its  departments,  exactly  what  it  shall  spend  for 
some  given  minor  detail  activity,  it  seems  to  me  that  you  destroy 
the  main  budget  idea.  You  either  have  to  have  confidence  in  the 
persons  running  departments,  or  you  have  to  go  with  the  idea  that 
every  one  is  dishonest  and  that  every  one  wants  to  spend  money  in 
a  departmental  way  to  the  greatest  disadvantage  of  the  people. 

I  cannot  subscribe  to  the  idea  that  a  budget  should  be  worked  up 
on  the  plan  that  everybody  needs  a  check  rein,  and  that  there  should 
be  no  opportunity  of  expenditure  other  than  the  control  which  is 
exercised  perhaps  by  some  individual  or  body  not  familiar  with  the 
detailed  operations  of  that  particular  department  of  government. 
It  is  not  given  to  us  as  human  beings  to  be  able  to  tell  how  much 
money  should  be  expended  for  education,  how  much  money  should 
be  expended  for  the  care  of  the  insane,  how  much  money  should 
be  expended  in  health  protection,  how  much  money  should  be  spent 
on  roads,  or  how  much  money  should  be  expended  on  correctional 
institutions.  That  is  not  to  be  conceived  as  something  which  legis- 
lators or  appropriating  bodies  are  competent  to  judge.  I  do  think, 
however,  in  a  general  way,  that  the  system  we  have  in  Massachu- 
setts has  much  to  commend  it.  In  the  town  there  is,  of  course,  a 
fairly  easy  way  of  determining  about  what  the  community  is 
capable  of  spending,  at  least  the  value  of  the  property  upon  which 
they  must  rely  to  raise  their  taxes,  which  was  found  by  the  assess- 
ing officials  to  be  present  in  the  community  in  the  preceding  year; 
they  know  what  obligations  they  have  accumulated,  which  have  to 
be  in  part  discharged  each  year,  because  we  have  a  provision  in 
our  state  that  if  a  community  borrows  money  it  must  pay  some- 
thing each  year  on  the  principal,  and  that  it  cannot  issue  any  new 
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bonds,  new  notes,  in  order  to  take  up  the  old  ones.  In  other  words, 
they  have  got  to  pay  within  the  period  of  time  which  our  statute 
provides  the  borrowing  shall  run,  for  the  given  things  that  the 
legislature  has  said  that  a  city  or  town  can  borrow  money  for. 
The  individual  in  the  community  knows  what  those  charges  are, 
and  probably  the  situation  resolves  itself  into  this:  If  there  is  a 
high  tax  burden,  whether  expressed  by  rate  or  tax  bill,  in  1930,  the 
amount  of  expenditure  is  likely  to  be  quite  slight  or  at  least  re- 
duced in  1931,  so  that  we  have  a  certain  check  over  the  people. 
When  we  get  into  our  larger  communities,  we  have  the  actual 
budget  arrangement  similar  to  what  we  have  in  the  commonwealth 
itself. 

The  counties  in  Massachusetts  are  an  important  unit,  but  they  do 
not  take  on  the  importance,  say,  that  is  found  in  some  other  states 
of  the  Union,  because  the  county  units  have  no  authority  to  tax  in 
and  of  themselves. 

Through  my  department  there  is  submitted  each  year  to  the 
legislature  the  requirements  in  the  form  of  a  budget,  not  so  de- 
tailed as  has  been  presented  to  you  today,  for  the  amounts  that  the 
counties  can  expend,  and  the  legislature  enacts  that,  and  the  coun- 
ties are  restricted  to  those  expenditures,  and  they  in  turn  are  given 
the  authority  to  assess  on  the  cities  and  towns  in  the  county  a  tax 
which  will  be  sufficient  to  pay  that  county  cost  of  government ;  and 
the  assessment  on  the  cities  and  towns  also  has  to  be  in  proportion 
to  a  ratio  or  a  base  which  is  set  up  by  the  commissioner  of  cor- 
poration and  taxation  and  enacted  by  the  legislature.  Xow.  in 
those  county  governments  as  well  as  the  city  governments  and  in 
the  state  government,  there  is  presented  from  each  department  oper- 
ating within  the  county,  within  the  city,  or  within  the  state  their 
requirements  down  to  a  very  small  thing,  that  is,  they  tell  how 
many  typewriters  they  may  need,  what  they  need  by  way  of  other 
incidentals  of  that  character,  etc.  There  is  established  in  the  state, 
for  example,  and  now  through  my  department  there  is  established 
for  the  counties,  a  classification  of  salaries,  so  that  every  one  knows 
when  they  come  into  the  service  under  Civil  Service  examination 
and  appointment  exactly  what  the  minimum  is  for  the  grade  in 
which  they  are  to  go,  and  the  maximum,  with  no  guarantee  that 
there  shall  be  an  increase  each  year  until  they  reach  the  maximum, 
but  with  a  reasonable  certainty  that  if  they  discharge  their  duties 
in  a  proper  manner  they  can  be  advanced  from  one  grade  to  an- 
other. So  that,  we  have  clearly,  not  only  for  the  taxpayer  to  see 
but  also  for  the  person  working  for  the  government,  the  exact 
amount  which  he  is  to  receive  so  long  as  he  is  within  the  grade, 
the  minimum  and  the  maximum.  Xow,  with  that  being  present  we 
undertake  to  give  in  the  cities  and  in  the  towns  and  counties,  to 
the  persons  who  are  expected  to  make  up  the  budget,  and  in  the 
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commonwealth  to  the  budget  commissioners,  who  operates  for  the 
benefit  of  the  Governor,  because  the  Governor  submits  the  budget, 
a  total  of  what  it  is  thought  will  be  needed  for  the  current  year 
and  for  the  twelve  months  to  come.  Personally  I  have  difficulty 
in  conceiving  how  any  one  can  have  an  opportunity  of  determining 
what  is  going  to  happen  for  the  next  two  years,  although  I  am 
not  out  of  sympathy  with  the  idea  that  there  may  be  possibilities 
of  planning  which  would  be  advisable,  providing  the  need  on  the 
one  hand  stands  still  and  the  opportunities  for  revenue  on  the 
other  stand  still.  But  be  that  as  it  may,  we  undertake  to  submit 
through  these  cities  and  towns  in  the  state  departments  the  detail 
which  Mr.  Vandegrift  has  called  to  our  attention  today.  But  again, 
I  think  we  have  a  bit  of  advantage  in  that  the  legislature  is  called 
upon  not  to  pass  upon  those  small  details  but  to  pass  only  on  a 
total  which  is  to  be  expended  for  commonwealth  activities,  city 
activities  or  town  activities,  with  a  reasonable  amount  of  detail, 
ordinarily  split  up  into  three  items,  the  first  item  being  for  per- 
sonal service;  and  they  all  know  that  within  that  personal  service 
there  can  be  only  these  things,  the  payment  of  salary  or  wages 
within  the  classification  established  by  law,  to  the  number  of  people 
which  were  employed  under  the  law  at  the  time  the  budget  was 
submitted,  with  such  necessary  provisions  for  additional  employees, 
or  salary  increases,  or  temporary  services  as  experience  indicates 
there  is  need  of;  and  then,  second,  there  is  appropriated  in  this 
budget  by  the  legislature,  and  considered  only  by  them,  an  item  for 
travel  for  those  departments  that  have  to  go  about  the  state  in  the 
discharge  of  their  duties;  and  third,  an  item  for  incidental  ex- 
penses in  which  are  included  a  whole  lot  of  the  expenses  which 
you  might  call,  and  which  are  split  up  there  in  Mr.  Vandegrift's 
budget  in  the  form  of,  food  supplies  and  other  things  for  our  vari- 
ous departments  using  a  great  deal  of  money  for  that  purpose. 

There  is  in  addition  to  that,  quite  apart  from  the  budget  that 
keeps  the  machinery  of  government  as  established  going,  another 
provision,  and  this  is  true  as  to  the  towns,  cities,  counties  and 
state,  for  these  capital  outlays.  Mr.  Vandegrift  suggests  that  the 
difficulties  in  California  are  so  pronounced  that  every  twenty-seven 
months  they  have  to  build  a  new  institution  for  the  insane.  We 
are  turning  our  insane  institutions  over  into  public  playgrounds 
and  recreational  centers,  because  we  are  having  less  and  less  all 
the  time;  and  perhaps  it  is  because  they  don't  have  to  consider 
such  a  detailed  budget  as  Mr.  Vandegrift  here  suggested.  The 
legislature  at  least  passes  on  the  question  of  total  amounts  which 
are  going  to  be  expended. 

We  have  this  provision  in  our  budget,  and  I  had  always  sup- 
posed it  was  a  necessary  budget  requirement,  and  that  is  that  these 
expenditures  for  personal  services,   for  expenses,  incidentals,   etc., 
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and  travel,  could  not  be  moved  from  one  to  another;  I  may  have 
misunderstood  Mr.  Vandegrift,  but  I  thought  that  he  indicated 
through  some  arrangement  those  items  could  be  transferred  from 
one  to  another.  I  think  that  the  argument  against  that  can  be  this : 
The  legislature  presumably,  and  the  city  and  town  governments, 
have  passed  on  what  they  say  is  the  amount  of  money  which  shall 
be  expended  for  personal  services ;  they  say  how  much  should  be 
expended  for  incidental  expenses,  or  expenses  of  providing  food  or 
materials;  now,  it  does  not  seem  to  me  that  it  is  good  budget 
arrangement  to  say  that  if  you  exhaust  all  that  there  is  in  personal 
service,  and  you  have  not  bought  the  necessary  supplies  for  other 
departmental  activities,  that  then  through  some  arrangement  there 
can  be  a  transfer  from  one  item  to  another.  There  may  be  some 
merit  in  that,  I  don't  know,  but  here  is  what  happened  with  us  in 
our  cities,  in  our  towns,  our  counties  and  our  state.  When  the 
personal  service  item  is  exhausted,  there  can  be  nothing  more  done 
under  that  particular  activity,  but  there  never  has  been  a  time 
when  the  departmental  head  has  not  lived  within  the  appropriation 
made,  and  it  very  frequently  happens,  because  of  changes  in  per- 
sonnel, or  in  the  matter  of  paying  for  the  maintenance  of  our  in- 
stitutions, that  purchases  through  our  central  purchasing  agent  are 
made  a  little  more  profitably  than  we  could  have  elsewhere,  so  that 
there  is  a  balance  over  in  each  one  of  those  items. 

So  far  as  our  state  budget  is  concerned,  we  have  during  the  last 
ten  or  fifteen  years,  even  with  a  careful  estimate  down  to  what 
we  think  is  the  low  level  of  the  amount  that  we  shall  use  in  the 
budget,  an  excess  each  year  approaching  one  million  dollars,  so 
that  they  always  have  had  a  million  dollars,  or  approximately  that, 
of  left-overs  from  the  budget,  what  we  thought  was  the  budget 
requirements  of  the  previous  year,  for  a  balance  to  start  the  new 
year  with.  That  is  important,  I  think,  because  if  you  undertake 
to  shift  from  one  item  which  has  more  in  it  than  there  ought  to  be, 
to  an  item  that  perhaps  did  not  foresee  the  possibilities,  you  ex- 
haust that  chance  of  having  a  million  dollars  balance  at  the  end 
of  the  year.  Is  it  fair  to  say  to  the  taxpayer,  we  will  have  you 
appropriate  for  given  items,  but  if  we  find  that  is  not  sufficient, 
and  if  we  find  that  there  are  any  other  items  which  are  not  ex- 
hausted, we  shall  transfer  from  those  to  aid  these  others  where  we 
think  that  should  be  done  ?  I  think  not.  because  I  feel  that  the 
taxpayer  should  only  be  called  upon  to  roughly  determine  the 
amount  of  money  that  he  ought  to  expend,  and  then  in  fairness  to 
him  there  should  be  a  very  small  amount  of  segregation,  and  I 
think  three  items  for  a  department  is  sufficient.  Perhaps  in  some 
departments  it  is  necessary  to  have  more  than  the  three,  but  at  least 
you  should  not  have  a  large  number  of  items,  because  you  compli- 
cate your  administrative  difficulties  by  a  lot  of  costs,  in  carrying 
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the  record,  which  probably  results  in  the  end  of  not  the  merit 
which  at  first  it  would  seem  that  it  was  entitled  to.  If  the  tax- 
payer can  conceive  of  the  figures  that  are  required  to  run  govern- 
ment, it  seems  to  me  that  should  not  be  required.  And  this,  I  think, 
is  true  of  the  legislator,  who  represents  the  citizen,  because  he  is 
picked  from  a  cross  section  of  our  people,  and  is  not  particularly 
adept,  at  least  not  until  he  has  been  there  long  years,  in  budget 
control  or  with  budget  estimates,  but  he  can  pass  with  a  lot  of 
common  sense  on  the  general  requirements. 

I  am  of  the  opinion  that  the  budget  is  something  that  every 
town,  city,  county  and  every  spending  body  has  got  to  have  in 
some  form  or  another.  I  am  very  much  in  favor  of  the  general 
form  which  Mr.  Vandegrift  has  carefully  explained  to  us,  namely 
a  detail  of  what  you  want,  but  I  am  equally  in  favor  of  the  legis- 
lature passing  it  in  a  lump  sum,  with  three  or  four  divisions,  and 
then  saying  that  there  should  be  no  transfers  from  any  one  of  those 
divisions,  and  leaving  to  the  departmental  heads,  or  to  the  bodies 
that  are  obliged  to  spend  a  latitude  of  expenditure  within  those 
particular  items,  with  no  opportunity  of  transfer.  I  have  great 
confidence  in  governmental  officials.  I  have  had  quite  a  little  con- 
tact with  them  since  about  1907,  and  I  think  that  I  grow  in  admira- 
tion of  the  people  generally  who  are  interested  in  running  govern- 
ment, and  I  have  yet  to  find  any  who  really  want  to  spend  money 
extravagantly,  provided  they  have  a  thought  of  remaining  in  gov- 
ernmental activities.  I  think  there  is  a  disposition  on  the  part  of 
all  I  know  to  get  every  possible  dollar's  worth  that  they  can  from 
expenditure ;  and  I  cannot  agree  entirely  with  what  has  been  said 
about  the  general  effect  that  government  does  not  get  the  results 
that  private  enterprise  can  give.  Personally  I  have  seen  more 
extravagance  in  private  enterprise  than  it  has  been  my  fortune  to 
see  in  government  enterprise,  but  I  may  not  have  had  the  oppor- 
tunities that  some  of  the  others  have  had  to  see  what  governments 
can  do,  or  what  private  enterprise  can  do.  But,  it  does  occur  to 
me  that  no  one  can  object  to  the  budget  idea.  The  particular  kind 
of  budget  that  ought  to  be  put  into  operation,  I  think,  probably 
can  be  discussed  at  great  length,  and  probably  we  would  find  after 
we  got  there  that  there  was  a  great  deal  to  be  said  on  both  sides. 
Personally  I  am  very  much  disappointed  that  Mr.  Waddell  could 
not  be  here.  His  principal  job  is  through  a  division  of  my  de- 
partment, which  controls  through  audits  the  cities  and  towns  of  the 
commonwealth,  which  controls  their  authorization  of  bond  and  note 
issues,  the  amount  of  money  which  can  be  raised  in  those  com- 
munities; and  just  now,  beginning  in  1931,  we  have  already  coupled 
with  that  the  responsibility  to  give  authority  to  the  cities  and  towns, 
in  the  determination  of  their  current  tax  rates,  as  to  the  amount 
of  revenue  that  they  can  estimate  both  from  their  own  departmental 
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activities  and  from  the  distribution  that  comes  from  the  state,  and 
the  requirement  of  complete  records  in  respect  to  their  financial 
condition.  For  a  long  while,  through  Mr.  Waddell's  division  we 
have  had  reports  from  every  city  and  town  in  the  commonwealth; 
and  since  1912  we  know  exactly  what  it  has  cost  every  city  and 
town  in  the  Commonwealth  of  Massachusetts  to  spend  for  every 
single  activity.  We  split  that  up  into  towns  under  five  thousand, 
towns  over  five  thousand,  and  cities.  We  know  exactly,  at  the 
minute,  what  their  borrowing  capacity  is,  whether  it  is  within  their 
debt  limit;  what  they  have  borrowed,  outside  of  the  debt  limit, 
under  legislative  authority ;  we  know  exactly  what  they  will  require 
in  respect  to  budgets ;  we  know  what  they  have  expended  since 
1912,  year  by  year;  and  we  have  a  good  check  on  the  amount 
which  they  are  very  likely  to  need  in  the  current  year.  I  cannot 
see  how  it  is  going  to  be  very  successfully  operated  unless  a  state 
has  not  only  a  state  budget  but  a  county  budget,  a  city  budget  and 
town  budget;  I  believe  that  the  taxpayers  ought  to  know,  from  the 
greatest  government  spending  unit  in  the  state  down  to  the  smallest 
government  spending  unit  exactly  what  they  are  going  to  spend : 
they  also  ought  to  know  how  much  they  have  to  contribute  locally. 
how  much  they  have  to  contribute  for  county  expenses,  how  much 
they  have  to  contribute  for  state  expenses ;  and  then  they  ought  to 
know  at  the  end  of  the  year  exactly  what  it  has  cost  them  to  run 
all  of  the  governmental  units  in  the  state. 

I  am  neither  proud  nor  sorry  to  say  that  in  Massachusetts  we 
know  exactly  what  the  cities  and  towns  are  spending,  and  in  1931 
we  know  exactly  what  it  has  been  spent  for,  and  whether  with 
pleasure  or  not  I  must  say  that  in  1931,  the  four  million  two 
hundred  and  thirty  thousand  people  that  we  have  are  going  to 
spend  roughly  four  hundred  millions  of  dollars  for  their  outlays : 
but  this  is  to  be  stated  for  the  benefit  of  the  taxpayers,  most  of 
that  was  determined,  so  far  as  the  determination  of  the  taxpayer 
was  concerned,  in  taking  into  consideration  the  economic  condi- 
tions facing  them ;  was  determined  by  the  desire  for  something 
that  approached  a  budget ;  it  was  something  that  they  asked  to  do ; 
it  was  something  that  was  perfectly  tabulated,  and  every  single 
one  of  those  expenditures  will  be  made  a  matter  of  public  record, 
to  be  looked  at  in  comparison  with  every  single  year  from  1912  to 
1931.  I  am  very  much  in  favor  of  the  budget,  but  I  am  also  in 
favor  of  a  lot  of  looseness  in  its  joints,  so  that  the  honest  adminis- 
trator can  get  results  without  being  restricted. 

Chairman  Johnson  :  I  owe  the  floor  an  apology.  I  should 
have  proceeded  with  the  regular  program  discussion.  We  will  next 
hear  from  Judge  Rosa,  member  of  the  Tax  Commission  of  Wis- 
consin. 
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Charles  D.  Rosa  (Wisconsin)  :  Mr.  Chairman,  Ladies  and 
Gentlemen:  I  hoped  that  the  chairman  had  forgotten  me.  Just  a 
word  of  explanation.  Professor  Lutz  wrote  me  in  the  summer 
asking  if  some  member  of  our  force  would  not  be  here  to  discuss 
this  particular  subject,  and  from  that  time  up  until  just  a  few 
days  before  we  left  I  tried  to  get  Mr.  Mallow,  who  is  the  head  of 
our  municipal  accounting  department,  to  come  with  Mr.  Blough 
and  me  down  here  to  give  you  out  of  his  experience  some  few 
ideas  concerning  the  operations  of  our  department,  which  sort  of 
ties  on  to  what  has  been  said  here,  but  he  could  not  come,  and 
before  I  could  write  Mr.  Lutz,  he  wrote  my  name  into  the  pro- 
gram, so  I  am  getting  the  advertising;  but,  I  am  going  to  ask  Mr. 
Blough  to  do  in  five  or  ten  minutes  what  Mr.  Mallow  would  have 
gone  very  much  into  detail  in  doing  and  probably  consumed  half 
an  hour.  However,  before  I  ask  Mr.  Blough  to  do  that  thing,  I 
want  to  say  just  a  few  words.  First,  I  want  to  say  amen,  long 
and  loud  and  often  to  what  the  speaker  from  Massachusetts  has 
just  told  you.  We  are  in  an  unfavorable  position  at  the  present 
time  in  this  sort  of  hysteria,  as  I  call  it,  because  some  of  it  is  very 
much  an  unthinking  attitude,  in  the  way  of  restricting  us  by  a 
budget,  so  that  we  must  sit  down  in  Wisconsin  now  and  think  at 
least  three  months  ahead  just  exactly  how  we  are  going  to  spend 
all  those  dollars.  And  I  submit,  Mr.  Long,  that  it  is  impossible  for 
an  efficient  department  and  an  efficient  executive  to  do  that  thing. 
The  change  in  our  budget  in  1929  has  had  two  effects  upon  our 
department;  one,  it  has  had  the  effect  of  costing  the  state  some 
fifteen  hundred  dollars  additional  out  of  our  appropriation  in  order 
to  keep  the  detail  and  spend  the  time  that  is  necessary  in  order  to 
conform  to  the  budget  requirements,  and  the  second  thing  it  lias 
done,  it  has  curtailed  our  activities.  It  is  saving  money  like  a 
treasurer  of  Wisconsin  saved  some  money  a  few  years  ago.  He 
was  a  member  of  the  emergency  board  that  then  existed,  and  he 
went  around  telling  that  he  had  saved  the  state  half  a  million  dol- 
lars, and  people  wanted  to  know  how  he  saved  it.  He  said,  "  The 
University  asked  for  a  million  dollars  and  we  gave  them  five  hun- 
dred thousand,  so  we  saved  the  state  the  half  million  dollars." 

Now,  that  is  a  complicated  question,  and  my  criticism  of  this 
program  is  that  the  budget  does  not  balance.  If  you  are  going  to 
handle  this  situation,  if  you  are  going  to  do  what  the  National 
Tax  Association  ought  to  do  with  it,  you  ought  to  have  a  program 
loaded  up  just  as  heavily  on  the  other  side  with  men  who.  like 
Mr.  Long,  are  competent  to  present  the  other  side  of  this  proposi- 
tion. I  believe  in  budgets  myself.  We  have  had  them  in  Wis- 
consin since  1913. 

The  Wisconsin  Tax  Commission  spends  half  a  million  dollars  a 
year,  and  it  is  one  of  the  most  efficiently  organized  businesses  that 
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you  can  find  in  the  state,  public  or  private,  and  I  challenge  a  com- 
parison. And,  Mr.  Long,  probably  it  will  interest  you  to  know 
that  our  bureau  of  personnel,  creating  the  salary  ranges,  etc.,  which 
has  been  in  existence  for  a  long  number  of  years,  in  the  last 
checkup  made  in  July  found  that  over  ninety  of  our  employees  were 
being  employed  under  the  minimum.  You  can  just  simply  let  down 
the  bars  and  you  can  kick  the  feet  out  from  under  the  administration 
in  your  state.  You  can  simply  go  on  and  follow  the  details,  not 
only  in  budgets,  but  in  the  requirements  of  your  personnel,  etc., 
and  you  will  save  money — yes,  you  will  save  money  and  you  will 
depreciate  your  state  service  by  twice  the  amount  of  money  that 
you  save. 

I  am  going  to  ask  Mr.  Blough  to  give  you  in  as  limited  a  time 
as  possible  the  work  that  we  do  through  our  municipal  accounting 
department,  which  I  think  puts  the  localities  in  a  position  to  know 
what  they  are  doing,  and  in  Wisconsin  we  allow  them  to  run  their 
own  affairs,  and  I  think  they  have  done  it  very  wrell  indeed.  I 
know  of  but  one  township  in  the  whole  state  at  the  present  time, 
out  of  the  twelve  hundred  and  seventy-nine,  where  they  have  a 
deficit  that  cannot  be  met.  I  know  of  no  city  or  village  in  the 
state,  out  of  the  three  hundred  and  forty-five  villages  and  one 
hundred  and  fifty  cities,  that  is  in  that  predicament.  The  coun- 
ties in  the  northern  part  of  the  state  have  been  hard  hit  because 
of  the  fact  that  great  areas  of  property  in  the  north  are  idle  and 
unproductive  and  in  the  stress  of  times  like  we  have  had  the  people 
who  own  them  cannot  pay,  and  there  is  much  delinquency,  etc., 
but  they  are  coming  through  with  it;  and  some  of  us  in  Wisconsin 
still  believe  in  some  measure  of  local  self-government,  even  to  the 
extent  of  managing  our  own  finances. 

J.  Roy  Blough  (Wisconsin)  :  I  am  not  going  to  say  anything 
about  one  or  two  elements  of  control  over  localities  which  are 
somewhat  comparable  to  some  of  the  things  which  have  been  said 
here  today;  for  example,  we  have  debt  limits,  we  have  tax  limits; 
we  have  certain  limitations  on  the  ways  in  which  money  can  be 
spent  by  localities  before  they  shall  receive  state  aid.  The  thing  I 
want  to  talk  about  is  the  municipal  accounting  service  which  is 
carried  on  by  the  tax  commission  at  the  present  time. 

In  1909  the  Wisconsin  legislature  asked  the  tax  commission  to 
prepare  an  analysis  of  local  expenditures  and  receipts  and  to  report 
back  to  the  legislature.  When  the  commission  tried  to  do  this  it 
discovered  that  localities  were  not  keeping  records  of  sufficient 
quality  and  quantity  so  that  such  an  analysis  could  be  made ;  some 
localities  were  not  keeping  records  at  all.  Of  those  which  kept 
records,  in  some  cases  the  records  were  bad,  or  scattered  among  a 
great  many  officials,  and  so  on.  When  these  facts  were  presented 
to  the  1911  legislature,  it  passed  a  law  which  placed  in  the  hands 
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of  the  commission  certain  new  powers.  It  not  only  did  that,  but 
it  placed  certain  requirements  in  the  law  which  localities  must 
follow.  That  has  been  in  the  law  practically  unchanged  for  twenty 
years.  I  am  not  going  to  go  into  the  origin  of  it  or  its  early  his- 
tory. Doctor  Adams  could  go  into  that  fully,  as  he  had  a  great 
deal  to  do  with  its  establishment.  But,  since  it  has  been  in  opera- 
tion twenty  years  practically  unchanged,  you  may  be  interested  in 
what  the  results  have  been. 

The  system  about  which  I  am  talking  has  three  important  ele- 
ments in  it ;  the  first  is  the  system  of  municipal  reporting.  Each 
county,  town,  village  and  city  in  the  state  must  make  an  annual 
detailed  report  of  receipts,  disbursements  and  debt,  to  the  State  Tax 
Commission,  immediately  following  the  close  of  its  fiscal  year. 
These  reports,  if  not  received,  are  gone  after  by  the  tax  commis- 
sion which  charges  the  cost  of  getting  them  back  to  the  locality, 
which  in  turn  charges  the  cost  against  the  official  who  has  been 
negligent  in  preparing  the  reports.  These  reports  are  then  ex- 
amined and  audited  and  correspondence  is  carried  on  with  locali- 
ties, and  the  reports  put  in  the  best  possible  shape.  Certain 
tabulations  are  then  made  from  them.  I  am  sorry  that  I  cannot 
say.  like  Mr.  Long,  that  we  have  complete  tabulations  published 
since  1912.  The  reports  have  been  very  effective,  both  in  furnish- 
ing information  of  great  value  to  the  state  and  in  forcing  the 
localities  to  keep  records,  because  a  local  officer  cannot  fill  out  the 
financial  report,  covering  over  one  hundred  items  in  most  cases, 
without  having  rather  detailed  records.  It  has  been  a  very  valuable 
thing  in  developing  local  record  systems  to  have  these  detailed 
reports  of  the  counties  and  municipalities. 

The  second  element  is  the  uniform  system  of  accounting.  The 
tax  commission  was  empowered  to  prepare  uniform  systems  of 
accounting  for  counties,  towns,  villages,  cities  and  school  districts. 
These  uniform  systems  of  accounting  are  developed  with  the  idea 
not  of  carrying  out  what  an  ideal  plan  would  be,  which  an  ac- 
countant with  a  great  deal  of  training  would  be  able  to  keep  as 
a  bookkeeper ;  the  attempt  has  been  to  make  a  balanced  program 
to  go  between  the  necessities  of  adequate  books  on  the  one  side 
and  simplicity  on  the  other,  to  get  every  bit  of  information  possible 
but  to  get  it  by  the  very  simplest  methods,  so  that  the  local  officials 
with  whom  we  actually  have  to  deal  can  keep  the  records.  This 
uniform  system  of  accounts  is  not  compulsory.  Xo  town,  city, 
village,  school  district  or  county  need  take  the  uniform  system 
unless  it  wishes  to  do  so.  However,  if  a  jurisdiction  once  adopts 
it.  it  cannot  give  it  up. 

The  result  of  that  uniform  system  of  accounting  has  been  some- 
thing like  this:  63  out  of  71  counties  have  adopted  the  uniform 
system  of  accounts.    Two-thirds  of  the  cities  have  adopted  it.    Most 
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of  the  systems  used  by  the  other  one-third  of  the  cities  are  pat- 
terned after  the  uniform  system,  usually  installed  by  some  private 
accountant,  who  had  some  ideas  of  his  own  which  he  wanted  to 
put  in.  In  the  case  of  towns  and  villages,  we  do  not  know  how 
many  of  them  have  adopted  it,  for  the  simple  reason  that  the  set 
of  books  is  rather  simple  and  has  been  printed  by  the  leading 
manufacturing  stationers,  so  that  the  towns  and  villages  simply 
order  the  books  and  keep  them,  and  the  tax  commission  does  not 
know  how  many  of  them  are  using  these  records.  The  same  thing 
is  true  in  the  case  of  school  districts. 

In  installing  the  system  of  accounts  the  tax  commission  goes  a 
good  deal  further  than  simply  putting  the  books  in.  It  follows  it 
up  to  see  that  the  clerk,  or  whoever  is  keeping  the  books,  under- 
stands what  is  to  be  done,  and  how  the  entries  should  be  made.  In 
other  words,  we  have  an  inspection  service  to  help  follow  up  the 
installation;  and  furthermore,  the  commission  holds  itself  ready  to 
give  free  advice  on  the  accounting  problems  which  the  local  clerks 
have  to  face. 

In  the  third  place,  we  have  our  audits  by  the  municipal  account- 
ing department.  These  audits  are  not  compulsory.  The  locality  or 
county  can  ask  for  an  audit  and  the  audit  is  made  at  cost.  If  the 
county  does  not  like  the  audit  that  was  made  and  does  not  wish  to 
have  it  renewed  the  next  year,  it  need  not  do  so.  Audits  by  the 
tax  commission  are  not  compulsory.  Nor  have  we  gotten  hold  of 
all  the  auditing  jobs  in  the  counties  and  municipalities.  In  1929 
the  state  made  twenty-six  county  audits,  twenty- four  city  audits, 
and  a  small  number  of  village,  town  and  school  district  audits. 
In  addition  to  that  auditing  service  we  have  an  inspection  service, 
going  in  and  closing  the  books  at  the  end  of  the  year,  and  practi- 
cally all  of  the  counties  having  the  uniform  system  of  accounts  get 
that  inspection  service.  A  large  number  of  the  cities,  towns  and 
villages  also  get  that  inspection  service.  A  great  many  audits,  of 
course,  are  being  made  by  private  accountants  who  go  in  and  show 
the  cities  that  they  ought  to  support  home  industry,  instead  of 
going  to  the  tax  commission.  Accountants  who  formerly  had  very 
little  use  for  municipal  accounting,  and  thought  it  shabby  sort 
of  accounting,  are  now  anxious  to  get  the  work ;  and  they  have 
brought  bills  into  the  last  two  legislatures  to  try  to  abolish  the 
state  auditing  in  order  that  they  might  have  the  work. 

The  auditors  are  charged  to  all  municipalities  at  the  rate  of  six- 
teen dollars  a  day,  plus  expenses,  for  senior  auditors,  and  ten  dol- 
lars a  day  plus  expenses  for  junior  auditors.  The  auditors  them- 
selves are  paid  beginning  at  fifteen  hundred  dollars  a  year  for 
junior  auditors  up  to  three  thousand,  and  the  senior  auditors  from 
three  thousand  to  four  thousand  dollars,  and  the  attempt  of  the 
department  is  to  pay  salaries  which  are  necessary  to  keep  competent 
men  in  the  service  without  having  an  undue  amount  of  turnover. 
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The  relations  of  the  commission  to  the  localities  are  excellent, 
very  cordial  in  practically  every  case,  because  there  is  no  com- 
pulsion on  the  part  of  the  locality;  and  when  it  gets  an  audit  it 
gets  the  full  cooperation  of  the  commission.  The  commission  does 
have  the  power  to  make  an  audit  in  case  of  a  very  bad  local  situa- 
tion, where  the  local  officials  refuse  to  have  an  audit.  The  com- 
mission can  order  an  audit,  and  has  done  so  on  a  number  of  occa- 
sions. There  are  a  number  of  other  points  about  it  which  I  can 
go  into,  but  I  think  perhaps  you  might  be  interested  in  a  few  con- 
clusions which  Mr.  Mallow,  of  our  auditing  department,  has  arrived 
at,  which  may  be  of  some  value  to  other  states  considering  this 
type  of  service. 

In  the  first  place,  as  to  the  system  itself,  the  voluntary  system 
we  feel  has  worked  very  well  in  Wisconsin,  and  has  produced 
better  results  possibly  than  if  we  had  installed  a  compulsory  system. 
It  is  quite  possible,  though,  that  the  period  of  time  over  which  we 
have  had  it  working  is  one  reason  for  that;  and  a  state  anxious 
to  control  local  disbursements,  by  getting  the  facts,  might  find  it 
necessary  at  the  present  time  to  install  a  compulsory  instead  of  a 
voluntary  system.  Whether  you  have  a  compulsory  or  voluntary 
system  of  uniform  accounting,  you  should  have  a  compulsory  sys- 
tem of  reports,  because  that  forces  the  keeping  of  local  records 
and  stimulates  and  encourages  local  people  to  adopt  the  system  of 
accounts  by  which  those  reports  can  be  most  easily  prepared.  An- 
other thing  is  to  make  the  system  of  accounts  one  which  the  officials 
themselves  can  handle  rather  than  one  which  it  takes  a  trained 
expert  accountant  to  handle,  making  the  thing  a  means  to  the  end 
of  getting  the  facts  rather  than  simply  setting  up  a  system  which 
looks  fine. 

Another  thing  which  I  forgot  to  mention  is  this,  that  in  the  case 
of  the  counties  the  commission  furnishes  budget  sheets  for  all 
counties.  Practically  all  of  them  use  these  sheets  in  making  up 
their  annual  budget.  We  have  no  similar  service  for  cities,  towns 
and  villages.  Most  of  the  cities  have  budgets  of  their  own  which 
are  very  good,  and  the  towns  and  villages  do  not  have  such  a  large 
volume  of  business  but  that  their  local  budgetary  methods  are 
fairly  satisfactory. 

In  the  matter  of  personnel,  I  think  the  same  things  hold  true 
here  that  hold  true  in  all  sorts  of  state  service ;  keep  the  personnel 
free  from  political  appointment,  for  the  reason  that  you  must  have 
a  well-trained  and  competent  staff-,  and  then  you  must  keep  them 
on  the  job.  Municipal  accounting  especially  requires  not  only  a 
knowledge  of  the  principles  and  practices  of  accounting,  but  it  re- 
quires a  detailed  and  thorough  knowledge  of  the  law  which  regu- 
lates almost  every  activity  of  a  locality. 

Another  point  in  reference  to  personnel  would  be  to  pay  them 
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well,  that  is,  pay  them  what  it  is  necessary  to  get  trained  men  in 
the  beginning.  Practically  all  of  ours  are  university  graduates 
from  the  commerce  course.  Keep  them  as  they  develop,  so  that 
you  can  keep  your  man  on  the  staff  for  a  long  period  of  years 
and  let  him  become  an  expert  on  the  job. 

A  thing  which  has  been  frowned  upon  in  Wisconsin,  and  which 
Mr.  Mallow  tells  me  he  thinks  is  very  bad  for  an  auditing  service, 
is  to  certify  ordinary  practitioners  as  auditors  for  the  state  audits, 
for  the  simple  reason  that  it  is  a  highly  specialized  task,  and  there 
are  practically  no  ordinary  accountants  who  have  enough  of  that 
kind  of  practice  to  develop  real  expertness  in  municipal  accounting. 

Chairman  Johnson  :  I  am  asked  to  make  an  announcement 
before  too  many  get  away.  There  will  be  a  meeting  of  the  reso- 
lutions committee  in  this  room  immediately  at  the  close  of  this 
session,  and  as  the  time  is  getting  short  the  chair  will  have  to  cut 
short  some  of  this  discussion,  which  I  know  we  would  all  be  glad 
to  hear. 

Rolland  A.  Vandegrift  (California)  :  I  wish  to  correct  an 
erroneous  impression.  Either  I  did  not  make  my  statements  clear, 
or  else  there  is  some  confusion  in  thought  coming  out  of  old  and 
what  I  consider  antiquate  practices  in  budgets.  I  was  only  dis- 
cussing the  state  budget.  I  was  not  going  into  what  the  State  of 
California  does  in  relation  to  local  budgets.  Secondly,  I  was  very 
careful  to  emphasize  that  this  is  a  budget  to  arrive  at  appropriation 
and  that  appropriations  are  made  in  a  lump  sum.  I  also  emphasized 
most  carefully  that  too  rigid  a  budget  is  detrimental,  and  that  there 
should  be  a  proper  means  of  elasticity;  and  then  I  took  some  con- 
siderable pains  to  outline  that  California  has  more  elasticity  in 
budget  than  any  state  I  know  of.  But,  there  must  be  some  respon- 
sibility so  that  elasticity  does  not  become  license,  and  that  elasticity 
is  set  up,  which  is  the  means  of  the  balance  of  expenditure  to 
arrive  at  the  appropriation ;  and  none  of  our  legislators  are  con- 
fined in  our  insane  asylum.  Our  finance  committee  in  the  senate 
is  composed  of  senators  that  have  been  long  in  the  state  service. 
They  are  equal  to  any  group  I  know  of  anywhere.  In  addition  to 
that  I  find  that  we  can  employ  experts  and  take  some  of  them 
away  from  the  eastern  states,  and  when  it  comes  to  the  division 
of  personnel,  we  have  outstanding  men  and  have  spent  plenty  of 
money  setting  up  the  system.  In  addition  to  that,  when  it  conies 
to  the  matter  of  crime,  we  took  away  from  Illinois  the  best  man 
we  could  find,  and  have  him  on  the  payroll.  We  do  not  spend  half 
a  million  dollars  a  year;  I  spend  over  a  million  dollars  a  year  in 
the  department  of  finance.  I  have  three  hundred  and  fifty-three 
employees  in  my  department.  It  is  not  a  one-man  job;  and  I  was 
careful  to  emphasize  this,   first  to  prepare   a  good  budget.     The 
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operation  of  the  budget  depends  upon  a  permanent  budget  staff. 
I  have  a  man  on  my  staff  that  has  been  there  twenty  years.  They 
know  the  government  of  the  State  of  California. 

One  other  thing:  I  took  it  for  granted  that  this  audience  of 
experts  understood  that  in  the  State  of  California  we  have  no  local 
property  tax  to  support  the  state.  When  it  comes  to  the  predic- 
tion of  revenues,  ordinarily  we  enjoy  an  annual  increase  of  ap- 
proximately twelve  per  cent.  This  budget  estimate  steps  up  three 
per  cent.  So  far,  the  budget  staff  has  over-estimated  by  one-half 
of  one  per  cent.  With  information  at  hand,  effective  administra- 
tion of  any  public  department  directly  with  budgeting  depends  upon 
adequate  information  at  all  times.  We  have  the  means  of  getting 
it ;  we  have  the  means  of  using  it  after  we  get  it. 

Mr.  Long  made  a  plea  to  trust  the  public  official.  That  is  what 
we  do.  We  have  a  recognized  centralized  form  of  government, 
following  very  closely  the  Lowden  and  Byrd  plan  and  the  Ten- 
nessee plan.  We  have  thirteen  heads  of  departments;  the  director 
of  finance  deals  with  twelve  of  them.  They  are  supposed  to  be  the 
best  people  we  can  get  in  the  state. 

I  have  this  one  conclusion :  Talk  about  predicting  two  years 
in  advance,  and  you  only  revert  a  million  dollars,  we  will  revert 
two  and  one-half  millions.  And,  money  that  is  saved  in  the  pur- 
chase of  supplies  of  institutions,  because  of  the  falling  of  prices 
below  the  fifteen  per  cent  reduction  that  we  had,  has  already  re- 
verted from  one  institution  one  hundred  thousand  dollars.  The 
money  reverts,  but  if  it  is  necessary  to  change  some  money  over 
to  keep  the  forests  from  burning  up,  we  do  have  the  ability  to 
recognize  it  as  such  and  transfer  it.  And  there  is  just  one  little 
paragraph  in  the  budget  that  covers  all  of  these  things,  and  this  is 
the  summary  of  conclusions  by  the  Governor  of  the  state: 

"  I  have  stated  in  several  places  elsewhere  in  this  message 
that  the  budget  presented  for  your  consideration  has  been  pre- 
pared with  due  regard  to  the  reduced  ability  of  the  state  to 
support  the  services  of  government,  which  condition  has  been 
brought  about  by  the  decreasing  rate  of  increase  in  revenues 
occasioned  by  the  world-wide  economic  depression.  At  the 
same  time  I  have  emphasized  that  the  recommended  budget 
amounts  have  been  determined  with  the  idea  of  continuing 
the  normal  service  of  the  state  efficiently  and  reasonably, 
allowing  for  normal  expansion  of  service  and  normal  increases 
in  salaries,  and  has  likewise  provided  for  essential  permanent 
improvements  necessary  to  meet  expansion  and  take  care  of 
our  fiscal  needs.  Moreover,  in  preparing  this  budget  we  have 
not  been  unmindful  of  the  fact  that  there  is  a  condition  of 
unemployment,  and  that  anything  that  can  be  done  which   is 
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economically  sound  to  help  relieve  this  unemployment,  and  at 
the  same  time  provide  for  the  normal  needs  of  the  state,  should 
be  done.  This  budget  has  not  been  made  with  the  sole  purpose 
of  holding  the  budget  to  a  predetermined  amount  under  the 
guise  of  economy.  It  is  a  budget  which  demonstrates  in  its 
reduced  rate  of  increase  in  expenditures  that  an  economic 
business  plan  of  government  is  proposed,  without  being  nig- 
gardly or  unconscious  of  the  fact  that  the  service  of  the  state 
government  must  increase  to  meet  increasing  demands.  Under 
this  budget  the  state  may  enjoy  progressive,  efficient,  business- 
like and  humanitarian  administration  of  its  affairs." 

That  was  written  in  November  of  last  year.  We  put  our  capital 
outlay  program  into  effect,  accelerated  our  building  program  by 
eleven  months,  and  put  men  to  work  without  having  a  dole  system. 
We  have  no  deficit  in  our  state  treasury. 

F.  W.  Prescott  (Tennessee)  :  Reference  has  been  made  here 
this  evening  to  the  efficacy  of  state  budgetary  procedures  in  Cali- 
fornia, Massachusetts,  and  Wisconsin,  together  with  the  plan  of 
centrally  controlled  local  expenditures  in  New  Mexico.  It  may  be 
of  interest  briefly  to  advert  to  our  experience  in  Tennessee. 

Doubtless  many  of  you  will  recall  that  our  state,  having  adopted 
a  rather  extreme  consolidation  of  departments  and  agencies,  was 
hailed  as  "  the  spearhead  of  state  administrative  reform,"  in  the 
South.  Literally,  the  deficit-ridden  commonwealth  was  rudely 
awakened  from  a  half-century  slumber,  and  the  momentum  of  the 
reform  forces  under  Governor  Peay  gave  impetus  to  advanced 
practices  in  practically  every  branch  of  government.  Centraliza- 
tion proceeded  apace.  This  remarkable  advance  continued  without 
serious  consequences  until  about  1929.  The  debacle  in  state  finance 
during  the  past  year  has  brought  our  whole  administrative  scheme 
into  the  political  arena;  an  epidemic  of  "investigation"  burst  forth; 
rascals  were  hunted;  and  now,  when  the  smoke  has  begun  to  clear, 
a  reaction  from  centralization  looms  on  the  horizon.  It  is  not  my 
purpose  to  discuss  the  political  aspects  of  the  problem.  My  point 
is  that,  while  we  seem  to  be  the  horrible  example  of  what  ad- 
ministrative consolidation  ought  not  to  be,  mere  faith  in  machinery 
has  served  to  obscure  the  real  issues,  and  that  a  reinvigoration  of 
executive  control  and  a  renovation  of  the  fiscal  processes  are  re- 
quired. 

Under  provisions  of  our  law,  the  department  of  finance  and 
taxation,  through  its  division  of  accounts  and  budgets,  gathers  de- 
tailed estimates  from  the  several  departments,  transmits  them  to  the 
governor,  who  presents  the  completed  budget  document  to  the  legis- 
lature. Such  estimates  are  made  within  the  period  October  15- 
Xovember  15  in  the  year  next  preceding  the  meeting  of  the  legis- 
16 


242  NATIONAL  TAX  ASSOCIATION 

lative  body.  Authority  to  review  and  revise  estimates  is  delegated 
to  the  commissioner,  and  finally,  in  the  governor.  In  actual  prac- 
tice the  budget  is  made  up  in  a  few  days'  time,  figures  are  some- 
what hastily  collated,  and  the  budget  message  comprises  such  facts 
as  the  chief  executive  deems  pertinent.  Unfortunately,  despite 
statutory  provision  the  legislature  is  not  furnished  with  a  compre- 
hensive picture  of  fiscal  requirements.  Estimates  are  fragmentary 
and  incomplete,  because  the  highway  department,  and  certain  other 
agencies  are  permitted  in  practice  to  omit  their  figures.  For  ex- 
ample, in  the  past  fiscal  year  ended  June  30,  1931,  of  total  dis- 
bursements in  the  amount  of  $64,800,000,  nearly  $45,000,000,  or  75 
per  cent,  remained  unbudgeted.  Except  for  the  highway  commis- 
sioner's salary,  no  figures  were  provided  for  his  department  in 
what  serves  as  the  biennial  budget,  nor  in  the  appropriation  acts. 

One  or  two  other  practices  may  fairly  be  mentioned  in  this  con- 
nection. In  the  first  place,  several  departments  and  state  agencies 
are  now  operating  under  special,  and  what  are  practically  continu- 
ing appropriations.  In  this  last  category,  the  amounts  spent  during 
the  past  year  were  $4,675,000,  which  included  ordinary  debt  service 
and  reimbursement  of  counties  for  amounts  expended  upon  the 
state  highway  system.  Secondly,  there  are  certain  regular  appro- 
priations which  have  been  exceeded,  under  authority  of  special  acts 
for  each  activity,  in  the  sum  of  $626,000.  All  of  which  reflects 
the  want  of  general  consideration  being  given  to  the  entire  expen- 
diture program  of  the  state. 

As  to  state  administrative  control  of  local  finance,  it  is  non- 
existent in  Tennessee.  Locally  elected  officials  administer  the  gen- 
eral revenue  laws  of  the  state.  The  cities  are  '*  free,"  to  the  extent 
that  they  may  sink  into  a  dismal  financial  morass,  without  state 
interference.  In  1923,  attempts  were  made  to  bring  more  pressure 
to  bear  upon  county  officials  who  were  charged  with  handling  of 
state  revenues.  A  small  staff  of  auditors  was  employed  to  "  make 
an  annual  audit "  of  all  such  officers.  At  the  outset,  the  central 
department  had  considerable  difficulty  with  hostile  and  suspicious 
local  incumbents,  but  at  present  such  hostility  is  gradually  melting 
away,  under  the  tactful  direction  of  the  state  superintendent  of 
taxation,  in  charge  of  field  audits.  Owing  to  the  paucity  of  audi- 
tors on  the  staff — at  present  but  twelve  men — annual  audits  as  pro- 
vided in  the  statute  have  been  impossible,  and  since  1927  only  about 
36%  of  the  county  officials  have  been  audited.  Proposals  for  closer 
administrative  control  of  local  tax  rates,  debts,  and  powers  of  re- 
view of  local  budgets  were  made  by  a  committee  appointed  last 
year  to  study  the  whole  fiscal  system  in  the  state,  but  owing  to  a 
variety  of  reasons,  of  which  the  recent  state  financial  trouble  is  not 
the  least,  plans  for  central  control  are  relegated  to  the  academic 
closets. 
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Charles  D.  Rosa  (Wisconsin)  :  I  would  like  to  say,  in  my 
hurry  perhaps  I  did  not  make  myself  clear,  that  I  was  directing 
my  remarks  at  the  closing  up  or  tightening  up  of  the  budget  in 
Wisconsin,  and  was  not  casting  any  reflections  upon  the  State  of 
California.  I  would  advise  Mr.  Vandegrift,  though,  that  when  he 
is  talking  in  the  middle  west  never  to  refer  to  the  Lowden  plan, 
because  if  it  works  in  California  it  certainly  is  worked  to  a  frazzle 
in  the  State  of  Illinois. 

Franklin  S.  Edmonds:  I  move  we  adjourn,  and  resume  the 
discussion  tonight. 

(Motion  duly  seconded.) 

(Adjournment  to  Wednesday  evening.  October  14,  at  eight 
o'clock.) 


SEVENTH  SESSION 
Wednesday,  October  14,  1931,  8  P.  M. 

Harley  L.  Lutz,  presiding. 

Chairman  Lutz  :  The  meeting  will  come  to  order.  Has  the 
secretary  any  announcements  ? 

Secretary  Query  :  Yes,  President  Smith  of  the  National  Tax 
Association  asked  me  to  announce  that  a  full  meeting  of  the  exec- 
utive committee  was  desired  immediately  after  the  morning  session 
tomorrow.  The  resolutions  committee  has  also  been  called  to  meet 
in  this  room  tomorrow  morning  at  8 :  30. 

The  official  photographer  has  also  requested  me  to  announce  that 
the  delegates  who  desire  a  copy  of  the  photograph — not  the  Pathe 
News  reel  picture — photograph  of  the  delegates,  leave  your  orders 
at  the  desk  or  be  in  position  to  tell  him  whether  or  not  you  want  a 
picture.  He  does  not  care  to  develop  any  more  pictures  than  he 
can  sell. 

Chairman  Lutz  :  We  continue  this  evening  with  discussion  of 
the  general  topic  of  control  of  public  expenditures.  Judge  Rosa 
observed  this  afternoon  that  in  his  opinion  this  section  of  the 
program  was  somewhat  out  of  balance,  but  I  think  we  might  con- 
clude the  contrary  if  we  were  to  consider  the  entire  sweep  of  this 
particular  section  of  it.  It  has  been  our  purpose  throughout  in 
planning  the  discussion  of  this  general  topic  to  get  as  complete  an 
expression  of  both  sides  of  the  picture  and  problem,  and  all  sides 
of  it,  as  was  possible,  in  the  sessions  of  one  day.  This  evening  we 
are  to  have  the  particular  viewpoint,  first,  of  the  taxpayers'  asso- 
ciation;  second,  of  the  local  official  and  of  the  organizations  of 
local  officials  represented.  I  am  going  to  ask  Professor  Blakey  to 
preside  this  evening,  and  it  gives  me  great  pleasure  to  introduce  to 
you  Professor  Blakey,  who  will  take  charge  of  the  program  at  this 
point. 

Roy  G.  Blakey,  presiding. 

Chairman  Blakey:  Ladies  and  Gentlemen  of  the  Conference: 
I  feel  honored  to  be  asked  to  preside.  Inasmuch  as  we  are  con- 
tinuing the  discussion  of  the  control  of  public  expenditures,  I  think 
that  you  will  all  be  more  interested  in  the  discussion  of  that  subject 
directlv   by   those   who   have   prepared   something   on    it   than   anv 
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discussion  by  the  presiding  officer,  so  I  am  going  to  call  on  the 
first  gentleman  on  the  program,  the  subject  being  the  "  Functions 
of  Taxpayers  Associations  in  Expenditure  Control,"  the  first 
speaker  being  Mr.  C.  M.  Brown  of  the  Utah  Taxpayers  Associa- 
tion— Mr.  Brown. 

C.  M.  Browx  (Utah)  :  Mr.  Chairman,  Ladies  and  Gentlemen  of 
the  Conference:  In  presenting  my  paper  tonight  it  is  not  my  pur- 
pose to  present  anything  perhaps  that  is  new  or  novel  to  you. 
I  will  present  to  you  a  few  things  that  we  have  experienced  during 
the  nine  years  that  we  have  had  a  taxpayers'  association  in  Utah. 
I  have  also  tried  to  briefly  outline  a  plan  of  organization  which 
might  prove  of  benefit  to  some  of  the  other  states  who  would  like 
to  put  into  operation  an  organization  of  this  kind. 

We  all  know  there  is  a  crying  need  all  over  the  country  that 
something  be  done  about  the  ever-rising  cost  of  government.  Doc- 
tor Lutz  this  morning  pointed  out  that  a  solution  to  this  problem 
would  be  in  educating  the  public.  We  all  know  that  if  the  facts 
were  brought  before  the  public  of  the  country  we  would  be  far  on 
the  way  toward  solving  this  problem.  Everywhere  we  go  we  find 
that  people  are  complaining  about  this  ever-increasing  cost,  and  they 
are  looking  for  leadership  in  the  various  states,  some  group  to  lead 
out  and  pave  the  way  whereby  they  might  be  enabled  to  solve  this 
problem.  Therefore  I  will  try  to  outline  my  views,  from  the  ex- 
perience I  have  had  in  Utah  and  other  western  states,  with  these 
taxpayers*  associations,  and  leave  it  with  you  for  what  it  is  worth. 

THE  FUXCTIOX   OF  TAXPAYERS'  ASSOCIATIONS 
IX  EXPEXDITURE  COXTROL 

C.    M.    EROWX 
Utah  Taxpayers'  Association 

It  is  everywhere  recognized  that  one  of  the  major  problems  of 
American  life  today  is  the  colossal  menace  to  individual  and 
national  prosperity  presented  by  the  ever-mounting  costs  of  govern- 
ment— local,  state,  and  national.  The  problem  is  not  confined  to 
any  one  locality.  It  is  general  throughout  the  United  States. 
There  is  today  more  individual  and  widespread  interest  in  this  issue 
than  ever  before.  So  alarming  have  conditions  become  that  every- 
one interested  in  good  government  and  the  continuation  of  pros- 
perity is  seeking  a  solution  of  this  great  economic  question.  With 
the  passing  years  living  standards  are  raised,  and  social  and  aesthetic 
ideals  become  more  elevated,  with  the  result  that  the  public  is 
demanding  more  and  more  from  government.  Each  succeeding 
year  new  activities  require  additional  service  and  conveniences  in- 
evitably entailing  additional  governmental  costs. 
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To  meet  these  rising  costs  of  government,  legislatures  and  taxing 
agencies  have  searched  out  and  put  into  operation  laws  for  tapping 
new  springs  of  revenue  until  at  the  present  time  sources  of  addi- 
tional tax  revenue  have  been  well-nigh  exhausted.  Changing  party 
control  or  placing  new  men  in  public  office  has  not  helped  materi- 
ally, for  the  manifest  reason  that  public  officers  must  administer 
the  laws  as  they  find  them  and  spend  public  moneys  for  the  doing 
of  that  which  the  will  of  the  people,  as  expressed  in  their  legisla- 
tion, has  dictated  shall  be  done.  A  halt  in  public  expenditures  must 
be  called.  Government,  as  well  as  industries  and  individuals,  must 
learn  to  live  within  its  income.  Public  officials  and  governmental 
agencies  are  helpless  to  afford  the  needed  relief  unless  they  have 
the  cooperation  and  backing  of  the  tax-paying  public. 

The  primary,  if  not  the  sole  means  of  limiting  and  restricting 
public  expenditures  lies  in  the  education  of  the  tax-paying  public. 
The  people  must  be  taught  to  get  the  facts  or  the  facts  will  get 
them.  The  interest  now  manifested  in  this  subject  would  make  it 
appear  that  the  time  is  ripe  for  a  nation-wide  campaign  of  en- 
lightenment among  all  the  people,  to  the  end  that  they  may  be 
brought  face  to  face  with  the  facts.  Everyone  is  complaining,  but 
today,  as  ever,  "  what  is  everybody's  business  is  nobody's  business." 
The  need  of  the  hour,  in  every  community  and  state,  is  an  organ- 
ization whose  object  and  business  is  to  gather  the  facts  with  re- 
spect to  this  problem  and  lay  them  before  the  public  in  useful 
form. 

One  of  the  best  instrumentalities  for  such  public  education  re- 
garding this  subject  is  a  well  organized  and  efficiently  conducted 
state  taxpayers'  association.  Where  such  associations  have  already 
been  established  gratifying  progress  has  been  made  toward  curbing 
public  expenditures.  I  need  only  mention  a  few  of  the  outstanding 
accomplishments  in  reducing  public  expenditures.  Witness  the 
work  done  in  New  Mexico  where  a  most  excellent  budget  law  has 
been  put  into  effect;  in  Arizona  where  many  helpful  measures  have 
been  enacted  into  law  for  the  benefit  of  the  taxpaying  public;  in 
Nevada  where  they  have  had  for  a  number  of  years  a  fine  live 
organization  which  has  done  much  good;  in  California  where  they 
have  one  of  the  largest  and  best  equipped  associations  in  the  coun- 
try, and  through  its  efforts  hundreds  of  thousands  of  dollars  have 
been  saved  to  the  taxpayers  of  that  state,  and  when  the  present 
state  administration  was  inaugurated  into  office  the  first  of  the 
year,  the  newly-elected  governor  chose  as  Commissioner  of  Finance 
for  the  state  the  Executive  Secretary  of  the  California  Taxpayers' 
Association.  The  research  department  of  that  association  merits 
the  highest  praise.  You  are  all  familiar  with  the  fine  work  the 
California  Tax  Digest  is  doing  in  its  field.  Utah  has  had  wonder- 
ful success  with  its  association,  both  in  cutting  down  bond  issues 
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and  by  procuring  the  enactment  of  the  budget  laws,  standardized 
accounting  systems,  and  its  good  offices  are  sought  in  practically 
all  of  the  taxing  units  of  the  state.  We  are  all  more  or  less 
familiar  with  the  splendid  accomplishments  of  the  Indiana  Tax- 
payers' Association,  which  has  clearly  demonstrated  that  the  taxing 
officials  of  the  state  can  work  hand  in  hand  with  the  taxpayers' 
association  in  accomplishing  most  excellent  results.  Thus  we  see 
these  associations  pioneering  the  way  to  a  successful  solution  of 
this  most  difficult  problem. 

The  set-up  of  such  an  association  usually  takes  the  following 
form :  A  group  of  leading  citizens  get  together  and  establish  the 
association.  A  general  committee  is  formed,  state-wide  in  char- 
acter, and  comprising  in  its  make-up  citizens  and  representatives 
from  each  and  all  of  the  various  agricultural,  industrial,  mercan- 
tile, and  professional  groups  of  the  state.  That  general  committee 
in  turn  sets  up  in  each  county,  and  also  in  each  important  taxing 
unit  in  the  state,  a  duplicate  subordinate  organization  correspond- 
ingly representative  in  character  and  working  under  the  direction 
of  the  state  general  committee.  Needless  to  say  such  organization, 
both  in  its  establishment  and  in  its  functioning,  must  be  non- 
political  and  non-partisan  in  character,  and  must  confine  all  of  its 
efforts  to  the  one  object,  that  of  curtailment  of  governmental  costs. 
Thus  you  have  a  general  body  and  numerous  local  bodies  truly 
representative  of  the  people  at  large,  and  which  afford  avenues  of 
approach  to  public  education  and  public  confidence.  It  is  quite 
necessary  that  such  an  association  have  a  live,  active,  diplomatic 
executive  secretary  to  supervise  and  direct  its  affairs  and  harmonize 
the  divergent  interests  of  the  various  groups  throughout  the  state. 

The  financing  of  the  association  is  accomplished  ordinarily 
through  contributions  from  interested  taxpaying  groups,  who  pay 
in  proportion  to  their  tax  burden.  Funds  are  also  raised,  and  in- 
terest aroused,  by  securing  individual  memberships  to  the  organiza- 
tion throughout  the  state,  charging  only  a  nominal  sum  for  mem- 
bership and  allowing  each  member  to  participate  in  the  activities 
of  the  organization. 

A  vital  need  of  the  association  is  a  well-trained,  active  research 
fact-finding  and  statistical  unit,  capable  of  making  a  scientific  study 
of  governmental  expenditures,  especially  with  relation  to  their 
necessity  and  efficiency.  The  first  function  of  the  association  is  to 
secure  and  collect  the  facts  and  data  available  with  regard  to  this 
problem.  Such  facts  and  data  when  so  gathered  and  compiled  must 
then  be  properly  studied  and  analyzed  and  reasonable  conclusions 
deduced  therefrom,  to  the  end  that  definite  results  may  be  accom- 
plished by  pointing  out  the  character  and  amount  of  various  public 
expenditures,  the  necessity  or  absence  of  necessity  therefor,  and 
ways  and  means  whereby  the  same  may  be  prevented  or  reduced 
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without  destroying  or  impairing  the  efficiency  of  government.  In 
short,  superstructure  of  careful  constructive  thought  must  be  built 
upon  the  foundation  of  accumulated  fact.  The  next  function  of 
the  association  is  to  pass  on  to  the  general  public  the  true  story 
of  the  situation,  whether  it  be  as  regards  general  conditions  or  a 
specific  question  such  as  a  proposed  bond  issue.  The  public  is 
reached  through  various  channels  such  as  the  public  press,  the 
radio,  the  membership  of  the  association,  and  the  publication  and 
distribution  of  a  periodical  digest  or  bulletin  of  the  activities  of  the 
association  furnished  free  of  additional  cost  to  each  contributing 
member  of  the  association.  However,  it  may  be  done,  publicity  is 
necessary  for  the  accomplishment  of  the  object  of  the  association. 
Its  message  must  be  given  to  the  people.  As  carefully  considered 
tax  information  is  broadcast  throughout  the  state  there  will  be 
awakened  interest  in  all  governmental  activities ;  people  .will  begin 
to  realize  where  their  tax  dollar  goes;  and  future  members  of  the 
state  legislature  will  become  acquainted  with  the  true  conditions, 
become  economic-minded,  and  be  better  fitted  and  qualified  to  sit  in 
judgment  upon  the  needs  of  the  public. 

One  of  the  first  ends  of  the  association  should  be  securing  the 
passage  of  a  good  and  efficient  budget  law  contemplating  the  pub- 
lishing of  the  proposed  budget  in  each  taxing  unit  and  calling  for 
public  hearings  where  representatives  of  the  public  and  the  asso- 
ciation may  appear  and  protest  items  in  the  budget  which  may 
seem  to  be  unnecessary.  There  should  also  be  standardized  account- 
ing systems  in  each  taxing  unit ;  annual  audits  provided  for,  to  be 
made  by  reputable  accounting  concerns;  and  the  establishment  of 
purchasing  agencies  in  all  taxing  units,  and  especially  in  the 
school  systems. 

Such  an  organization  properly  conducted,  with  a  constant  appre- 
ciation of  the  position  of  responsibility  it  occupies  in  relation  to 
the  business,  official,  and  social  life  of  the  community,  soon  comes 
to  merit  and  receive  the  implicit  confidence  and  good  will  of  all 
citizens  both  in  private  and  official  life.  Tax  officials  will  welcome 
from  such  an  associated  group  good,  sound,  constructive  advice 
and  suggestions.  Contentions  backed  up  by  well-worked-out  facts 
and  figures  are  always  persuasive.  A  tax-conscious  public  educated 
and  armed  with  facts,  and  backed  by  a  strong,  virile,  active  tax- 
payers' association  is  the  most  effective  check  on  wasteful  public 
expenditures.  Education,  public  or  private,  has  never  failed  to  pay 
a  dividend  in  every  sense — in  character,  in  accomplishments,  and 
in  cash.  Results  of  the  work  of  such  a  tax  association  are  just  as 
sure  and  definite  as  the  results  of  advertising. 

The  National  Tax  Association  should  take  an  active  interest  in 
the  program,  encouraging  state  tax  associations,  and  using  its 
great  influence  and  experience  in  sponsoring,  fostering,  and  assist- 
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ing  such  associations.  The  field  of  research  is  large  and  compli- 
cated, but  this  conference  would  do  well  to  appoint  a  representa- 
tive committee  to  make  a  study  of  the  whole  situation;  and,  after 
reviewing  the  progress  and  accomplishments  of  the  present  well- 
established  taxpayers'  associations,  come  back  with  constructive 
recommendations  for  the  establishment  of  taxpayers'  associations 
in  every  state  in  the  Union.  If,  through  such  state  and  local  tax 
associations,  we  are  able  to  control  public  expenditures  in  state 
and  local  government,  then  indeed  have  we  gone  far  toward  the 
control  of  public  expenditures  by  the  Federal  Government. 

Chairman  Blakey:  The  next  speaker  on  the  program  is  Air. 
Harry  Miesse,  Secretary  of  the  Indiana  Taxpayers  Association. 
We  have  all  heard  so  much  of  this  association  that  we  will  be 
quite  glad  indeed  to  hear  from  Mr.  Miesse. 

THE  FUNCTIONS  OF  AN  ASSOCIATION  OF  TAN- 
PAYERS  IN  CONNECTION  WITH  THE 
CONTROL  OF  PUBLIC  EXPENSES 

HARRY    MIESSE 
Secretary,  Indiana  Taxpayers'  Association 

The  functions  of  an  association  of  taxpayers,  in  connection  with 
the  control  of  public  expenses,  might  be  summed  up  in  two  words — 
eternal  vigilance ;  which  is  the  same  thing  as  saying,  "  never  sleep." 
However,  before  entering  into  a  discussion  of  the  necessity  for 
associations  of  taxpayers  and  the  duties  of  such  associations  after 
they  have  been  formed,  it  would  be  well  to  mention  conditions  that 
lead  to  their  formation. 

In  Indiana  the  taxing  laws  for  many  years  have  provided  for  a 
just  and  equitable  assessment  of  taxable  property  exempting  from 
taxation  all  charitable,  benevolent  and  educational  institutions  and 
providing  as  well  that  some  forms  of  public  and  private  stocks  and 
bonds  should  not  be  taxed.  Real  property  and  improvements  as 
well  as  personal  property  were  to  be  assessed  at  their  true  cash 
value.  Anybody  who  has  studied  taxation  problems  knows  that  the 
listing  of  taxables  for  their  true  cash  value  is  well-nigh  impossible. 
This  is  especially  true  in  the  larger  cities  where  the  assessing 
forces  are  too  small  for  the  territory  assigned  them  and  where 
they  have  formed  the  habit,  because  they  cannot  do  otherwise,  of 
leaving  at  the  home  of  a  citizen  a  blank  upon  which  he  virtually 
assesses  himself.  Presumably  these  blanks  are  sworn  affidavits  to 
the  effect  that  the  individual  has  listed  all  of  his  taxable  property 
at  its  correct  valuation  and  that  he  has  concealed  nothing  taxable. 
In  actual  practice  tbe  deputy  assessor  may  see  no  further  into  the 
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taxpayer's  house  than  the  front  door.  He  accepts  the  statement 
without  actually  swearing  the  citizen  to  its  contents  and  makes  no 
personal  inspection  to  see  if  household  goods  that  should  be  listed 
have  been  left  oft  the  assessment  sheet.  Thus  some  classes  of 
persons  have  escaped,  and  continue  to  escape,  the  duty  of  listing 
all  of  their  property  subject  to  taxation. 

In  1917  the  Indiana  General  Assembly  had  before  it  a  report, 
made  by  a  commission  that  had  spent  two  years  in  studying  the 
taxation  problem.  This  commission  reported  inequalities  in  the 
assessment  of  real  estate,  showing  that  in  some  counties  lands  and 
lots  as  well  as  improvements  were  listed  for  taxation  at  80  per 
cent  of  their  cash  value  while  in  other  counties  the  assessments 
were  as  low  as  10  or  20  per  cent  of  the  actual  value. 

As  a  movement  to  call  a  constitutional  convention  was  pending 
at  the  time,  the  legislature  did  not  act  upon  the  commission's  report 
but  the  plan  to  convene  the  constitutional  convention  was  held  in- 
valid and  the  general  assembly  of  1919  inherited  the  taxation  prob- 
lem. A  proposal  was  made  by  appointive  members  of  the  State 
Board  of  Tax  Commissioners  that  the  old  taxing  law,  providing 
for  the  assessment  of  all  taxable  property  at  its  true  cash  value, 
be  re-enacted.  The  statute  finally  agreed  upon  provided  that  no 
more  money  be  collected  than  had  been  collected  in  taxes  during 
the  previous  year  and  that  if  additional  funds  were  needed  the 
approval  of  the  state  board  of  tax  commissioners  must  be  obtained. 
This  applied  to  all  certificates  of  indebtedness.  All  tax  levies  in 
excess  of  $1.50  also  had  to  be  submitted  to  the  state  board  for 
approval. 

Acting  under  its  new  authority,  the  state  board  of  tax  commis- 
sioners cut  $11,000,000  from  local  budgets  and  the  reduced  rates 
brought  about  increased  valuations  for  the  following  year,  as  prop- 
erty formerly  sequestered  began  to  appear  on  the  assessment  lists. 

It  became  necessary  to  convene  the  general  assembly  in  extra 
session  in  1920  and  at  that  time  various  forces  demanded  what  they 
termed  home  rule.  They  were  successful  in  amending  the  tax  law 
to  such  an  extent  that  the  authority  over  budgets  and  levies  was 
returned  to  local  officials  and  the  state  board  of  tax  commissioners 
shorn  of  its  former  power.  Immediately  thereafter  the  levies  fixed 
by  local  officials  resulted  in  an  increase  in  taxes  of  $36,000,000. 

The  public  realized  what  had  been  done  but  its  demands  for 
relief  were  limited  largely  to  expressions  of  dissatisfaction  twice 
a  year,  when  the  spring  and  fall  installments  of  taxes  were  paid. 
At  other  times  it  was  a  comparatively  easy  matter  to  obtain  scores 
of  names  to  petitions  calling  for  the  construction  of  highways, 
bridges  or  new  public  buildings.  The  state  witnessed  an  orgy 
of  building  gymnasiums  because  basketball  had  become  popular  in 
every   city,   town   and   hamlet,   and   each    community   was   anxious 
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to  develop  a  winning  team.  Bonds  were  issued  without  much 
thought  of  tomorrow  and  municipal  corporations  came  closer  to 
the  limit  the  state  constitution  places  upon  bonded  indebtedness, 
a  provision  that  no  municipality  may  issue  bonds  for  more  than 
two  per  cent  of  the  assessed  valuation  of  its  taxables.  When  the 
limitations  were  reached  the  tax-spenders  sought  to  evade  them 
by  setting  up  holding  companies  that  would  construct  improve- 
ments and  then  lease  such  work  to  the  municipalities  until  the  in- 
debtedness thus  contracted  had  been  paid.  Another  plan  to  evade 
the  constitution  contemplated  the  creation  of  taxing  units  within 
other  units.  Thus,  with  the  constitution  declaring  that  the  total 
bonded  debt  might  not  go  beyond  two  per  cent  of  the  total  tax- 
ables, the  city  of  Indianapolis  has  a  civil  city  that  may  reach  this 
limit,  then  a  school  city  with  the  same  powers.  To  these  two  it  has 
added  a  park  district  with  the  legal  authority  to  issue  bonds  and 
levy  taxes,  a  sanitary  district,  a  public  utility  district  and  others, 
with  the  result  that  the  combined  taxing  authority  of  these  indi- 
vidual units  far  exceeds  the  constitutional  limitations  of  two  per 
cent,  but  so  adroitly  has  the  law  been  worked  out  that  the  right  of 
each  of  these  divisions  of  a  city  government  to  incur  public  in- 
debtedness has  been  upheld  by  the  courts. 

It  is  easy  to  see  where  such  a  lavish  expenditure  of  public  funds 
was  leading.  Luckily  for  Indiana,  the  constitution  prohibits  the 
state  from  issuing  bonds  and  its  entire  highway  improvement  pro- 
gram has  been  placed  on  a  pay-as-you-go  basis  through  the  impo- 
sition of  a  gasoline  fee  that  started  at  two  cents  on  each  gallon 
and  has  since  been  raised  to  four  cents.  While  the  state  as  such 
could  not  issue  bonds,  there  was  no  such  prohibition  against  the 
townships,  the  incorporated  towns  and  cities  and  the  counties.  So 
expenses  soared  and  levies  in  various  communities  reached  the 
point  where  taxation  virtually  became  confiscation  of  property. 
Home  owning  was  discouraged,  people  moved  into  localities  where 
levies  were  lower,  and  still  the  tax-eaters  continued  with  their 
demands.  Every  school  official  with  authority  to  make  purchases 
and  every  representative  of  a  civil  unit  were  importuned  to  build 
or  buy,  and  so  the  cost  of  government  sought  and  found  new 
altitudes.  When  the  general  assembly  convened  in  1921  the  tax- 
payers had  learned  the  foolishness  of  so-called  home  rule  without 
any  centralized  state  supervision.  The  state  board  of  tax  commis- 
sioners again  was  given  authority  over  local  budgets  and  levies, 
with  the  result  that  the  first  real  step  in  the  present  fight  against 
high  taxation  and  useless  expenditures  was  taken. 

The  first  definite  step  in  the  direction  of  stopping  waste  and 
extravagance  and  obtaining  some  sort  of  definite  supervision  over 
the  expenditure  of  public  funds  was  taken  September  14,  1923, 
when  the  Indiana  Taxpayers'  Association  was  formed.    The  articles 
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of  the  association  declared  that  its  object  was  to  "  aid,  encourage 
and  promote  the  reduction  of  public  expenses  and  taxes  in  the  state 
of  Indiana,  and  in  the  counties,  cities  and  other  political  sub- 
divisions thereof."  The  fact  was  made  plain  at  the  time  that  the 
association  would  have  no  desire  then  or  thereafter  to  oppose  neces- 
sary legitimate  public  improvements.  It  would  not  stand  in  the 
way  of  an  adequate  educational  system  from  the  lowest  grades  to 
the  state  universities  and  normals,  and  it  would  be  found  sympa- 
thetic with  any  movement  where  the  need  was  clear,  but  the  men 
who  sponsored  the  organization  let  it  be  known  that  whenever 
there  was  a  doubt  about  the  necessity  for  proposed  expenditures 
the  proposals  would  be  subjected  to  close  scrutiny  and  possible 
organized  opposition. 

Such  an  association  would  have  been  powerless  to  do  more  than 
distribute  propaganda  in  behalf  of  economy  had  there  not  been  a 
state  law  that  carried  a  full  set  of  teeth.  This  law  provided  that 
every  public  official  charged  with  the  duty  of  spending  public  funds 
should  budget  his  proposed  expenditures  for  the  following  fiscal 
year.  It  was  upon  these  proposals  that  the  tax  levies  were  fixed. 
Here  was  the  law  and  the  opportunity  for  taxpayers  to  study  pub- 
lished budgets.  Persuading  the  taxpayers  to  take  an  interest  in 
their  own  affairs,  however,  was  quite  another  matter.  At  times  set 
for  official  hearings  on  these  budgets  it  often  happened  that  nobody 
came,  no  objections  were  raised  and  the  budgets  were  approved 
with  virtually  no  check  on  the  sums  to  be  expended  during  the 
following  year.  Then  a  provision  was  obtained  whereby  any  ten 
taxpayers,  other  than  those  who  paid  only  poll  taxes,  might  file 
with  the  county  auditor  an  appeal  from  the  proposed  budgets  and 
tax  levies.  The  auditor  was  required  to  certify  such  appeals  to  the 
State  Board  of  Tax  Commissioners,  composed  of  three  experts  ap- 
pointed by  the  Governor  and  as  far  removed  from  partisan  politics 
as  possible.  Upon  the  receipts  of  such  appeals  the  law  required 
the  state  board  to  fix  dates  for  hearings  in  the  counties  where  the 
appeals  originated.  It  was  not  necessary  for  the  ten  taxpayers 
who  appealed  to  employ  lawyers  or  go  to  any  personal  expense. 
The  law  was  simplified  to  such  an  extent  that  the  signatures  of  ten 
taxpayers  to  an  official  petition  became  all  that  was  necessary,  and 
when  the  hearings  were  conducted  the  representatives  of  the  state 
tax  commissioners  questioned  all  concerned  in  an  effort  to  bring 
out  all  the  facts. 

With  all  these  provisions  and  safeguards  the  law  was  like  a 
beautiful  but  idle  piece  of  machinery.  Not  one  taxpayer  in  a 
thousand  knew  of  its  existence.  Budgets  were  written,  levies  pro- 
posed and  taxes  increased  without  the  state's  citizenship  realizing 
that  a  remedy  to  force  economy  was  within  easy  reach.  It  was 
then  that  the  newly  formed  Indiana  Taxpayers'  Association  began 
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to  breathe  the  breath  of  life  into  this  law,  to  acquaint  the  people 
with  what  it  could  do  for  them,  and  to  launch  and  sustain  a  cam- 
paign whereby  the  men  and  women  of  the  state  ultimately  would 
be  persuaded  to  protect  their  own  interests. 

The  people  of  Indiana  now  had  a  taxpayers'  association  and  a 
workable  taxation  law,  but  careful  study  of  the  law  in  action 
demonstrated  that  it  needed  strengthening.  Accordingly  amend- 
ments were  obtained  when  the  general  assembly  convened  in  1927 
and  the  taxpayers  won  another  victory.  In  practice  it  had  been 
found  that  although  the  statute  provided  for  the  budgeting  of  all 
items  to  be  expended,  various  officials  paid  little  heed  to  this  stipu- 
lation and  went  right  ahead  exceeding  their  original  published 
budgets.  In  1927  the  law  was  amended  to  provide  that  every  public 
official  had  to  keep  within  the  limitations  of  the  budget  approved 
for  his  particular  unit  of  government.  If  he  goes  beyond  this, 
without  authority,  the  taxpayers  have  a  remedy.  They  may  sue 
him  on  his  official  bond  and  recover  the  unauthorized  expenditures. 

With  the  foundation  thus  laid  for  governmental  economy  and 
the  elimination  of  waste  and  extravagance,  the  time  had  come  for 
the  Indiana  Taxpayers'  Association  to  demonstrate  whether  or  not 
it  was  the  sort  of  agency  it  had  started  out  to  be.  First  of  all,  it 
recognized  the  vital  need  of  arousing  the  people  to  a  realization 
of  what  the  taxing  laws  meant  to  them,  and  to  that  end  the  asso- 
ciation undertook  a  publicity  campaign  that  has  continued  to  this 
day  and  which  becomes  more  powerful  and  influential  year  by  year. 

The  association  took  the  newspapers  of  Indiana  into  its  confi- 
dence, explained  to  them  what  it  had  in  mind  and  argued  that 
without  their  aid  its  campaign  for  lower  taxes  would  fail.  Almost 
without  exception  the  newspapers,  both  partisan  and  independent, 
gave  the  work  their  enthusiastic  support.  There  has  been  no 
attempt  to  impose  upon  their  sense  of  the  eternal  fitness  of  things 
or  to  overload  them  with  useless  bulletins  repeating  what  has  been 
said  before.  Instead  they  have  been  dealt  with  frankly  and  openly, 
to  the  end  that  they,  by  printing  such  information  as  the  associa- 
tion distributed,  might  keep  their  readers  constantly  in  touch  with 
the  movement  in  behalf  of  economy.  In  this  manner  the  news- 
papers have  become  our  greatest  support  and  without  them  we 
could  not  have  succeeded.  It  was  through  the  press  that  we  went 
to  the  people  of  the  ninety-two  counties  in  Indiana,  told  them  what 
their  rights  were  under  the  law,  urged  them  to  appeal  budgets  and 
levies  to  the  State  Board  of  Tax  Commissioners  if  they  had  reason 
to  suspect  extravagance,  and  pleaded  with  them  to  organize  in  their 
own  defense  against  the  public  spenders. 

The  publicity  work  of  the  association  was  supplemented  with  the 
formation  of  a  group  of  field  men,  available  to  any  section  of  the 
state  at  anv  time  thev  were  needed.     These  field  men  assisted  in 
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the  intelligent  study  of  budgets  and  proposed  levies,  compared  pro- 
posed expenditures  with  what  had  been  spent  in  the  past,  often 
advised  with  township  and  county  officials  and  in  the  most  friendly 
way  possible  let  it  be  known  that  they  were  in  the  field  to  be 
helpful  rather  than  critical.  Through  these  field  men  millions  of 
dollars  have  been  saved.  It  is  impossible  to  estimate  what  tax  col- 
lections might  have  been  had  not  these  frank  discussions  of  budget 
items  resulted  in  voluntary  eliminations  or  reductions.  Thus  the 
association  has  been  useful  in  two  ways — in  persuading  officials  to 
make  reductions  before  budgets  were  published  and  in  urging  ap- 
peals where  the  officials  declined  to  cooperate  and  went  ahead  with 
a  determination  to  be  the  sole  judges  of  what  should  be  spent. 

In  order  to  facilitate  the  work  of  the  field  men  and  to  make  our 
office  in  Indianapolis  the  distribution  point  for  exact  information 
about  governmental  costs  we  obtained  financial  statements  from 
virtually  every  unit  of  government  in  the  state,  including  town- 
ships, counties,  civil  and  school  towns  and  cities.  We  tabulated 
the  expenditures  of  these  units  for  a  period  of  years,  pointed  out 
anticipated  revenues  and  suggested  methods  whereby  economy  could 
be  practiced.  It  is  now  generally  known  and  recognized  that  any 
person  seeking  information  relative  to  any  phase  of  the  cost  of 
government  can  obtain  what  he  seeks  in  our  office.  Our  files  are 
free  and  open  to  all  who  wish  to  use  them,  and  we  urge  their  con- 
stant use  with  the  idea  in  mind  that  the  longer  the  people  study 
these  questions  the  better  informed  they  will  be  when  they  come  to 
grips  with  them. 

From  the  inception  of  our  work  we  have  urged  taxpayers  to 
organize  associations  in  their  own  counties.  This  can  be  done  at 
a  minimum  expense  and  often  is  accomplished  at  no  expense  what- 
ever. All  that  is  necessary  is  for  an  interested  group  of  taxpayers 
to  meet  and  form  an  association,  elect  officers  and  assign  duties  to 
members.  These  associations  need  not  collect  dues  or  pay  salaries 
to  their  officials.  Rather  should  they  be  voluntary  groups  of  citi- 
zens, realizing  the  value  of  cooperation  and  demonstrating  the 
truth  of  the  old  assertion  that  in  union  there  is  strength.  It  has 
been  possible  through  the  operation  of  county  associations  of  tax- 
payers for  members  to  watch  the  preparation  of  budgets,  attend 
local  hearings — which  are  required  by  law — and  advise  with  their 
own  officials  as  to  what  expenditures  are  proper  and  what  are  not. 
In  many  instances  these  county  associations  have  become  so  effi- 
cient that  they  consider  and  settle  all  of  the  perplexing  questions 
arising  from  taxation  matters  and  the  weight  of  their  opinion  has 
become  so  great  in  their  respective  communities  that  their  elected 
officials  abide  by  their  decisions  rather  than  attempt  to  fight  the 
appeals  they  know  will  be  taken  if  there  is  any  hint  of  waste  in 
the  prepared  budgets  or  if  the  proposed  levies  are  higher  than 
necessitv  demands. 
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It  has  been  no  small  task  to  prepare  financial  statements  of  one 
thousand  and  sixteen  townships  in  the  State  of  Indiana  but  the 
work  involved  has  been  worth  all  it  cost.  We  have  distributed 
these  statements  to  the  people  and  almost  for  the  first  time  in  their 
memories  they  are  able  to  tell  at  a  glance  what  has  been  spent 
during  the  last  fiscal  year,  how  much  remained  as  a  balance  in 
each  fund  and  what  would  be  a  normal  expenditure  for  the  fol- 
lowing year.  In  short,  we  have  made  official  business  as  easily 
understood  as  any  citizen's  own  receipts  and  expenditures  for  any 
given  period.  We  are  happy  to  note  that  in  the  counties  having 
the  strongest  associations  and  where  the  men  and  women  have 
given  the  closest  attention  to  the  financial  statements  we  have  pre- 
pared for  their  information,  the  greatest  savings  have  been  made. 

No  organization  such  as  ours  can  function  year  after  year  with- 
out making  enemies.  However,  our  experience  has  been  that  every 
knock  became  a  boost.  We  encounter  self-satisfied  public  officials 
who  forget  that  they  were  elected  to  represent  their  constituents 
and  be,  in  fact,  public  servants.  We  have  heard  men  of  this  caliber 
make  campaign  pledges  of  economy  and  faithfulness  to  duty,  only 
to  forget  their  promises  and  become  impudent  and  arrogant  follow- 
ing their  election.  Officials  of  this  nature  may  be  hard  nuts  to 
crack  but  we  welcome  such  opportunities  for  service  with  enthu- 
siasm and  the  average  public  officer  of  the  arrogant  type  soon 
learns  his  lesson.  If  he  will  not  listen  to  advice  from  our  experts 
or  from  his  own  constituents  the  law  permits  his  neighbors  to 
appeal  his  budgets  and  rates  and  the  State  Board  of  Tax  Com- 
missioners, since  its  creation,  has  been  composed  of  men  who  did 
not  hesitate  to  go  to  the  root  of  all  governmental  problems,  no 
matter  whether  the  process  was  painful  or  not. 

Although  it  is  the  constant  duty  of  a  taxpayers'  association  such 
as  the  one  I  represent,  to  deal  constantly  with  officials  who  were 
elected  as  representatives  of  political  parties,  an  association,  if  it 
reaches  its  goal  must  be  non-partisan  in  theory  and  in  fact.  Its 
greatest  strength  will  come  through  enlisting  the  membership  and 
active  participation  of  representatives  of  all  political  parties  to  the 
end  that  they  may  sit  down  together  as  citizens  and  as  taxpayers 
rather  than  as  partisans,  and  consider  what  is  wisest  and  best  for 
the  people  as  a  whole. 

Because  of  its  non-partisan  character  a  taxpayers'  association 
must  remain  aloof  from  political  campaigns.  It  may  urge  upon  all 
parties  the  nomination  of  men  and  women  who  are  qualified  for 
the  positions  they  seek  and  who  are  in  sympathy  with  lowering  the 
people's  tax  burdens.  It  may  concern  itself  with  the  taxation 
planks  in  party  platforms  but  during  the  heat  of  political  cam- 
paigns it  must  maintain  its  independence,  else  it  becomes  the  tail 
of  some  political  party's  kite  and  its  usefulness  thereby  approaches 
an  end. 
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It  is  not  the  business  of  a  taxpayers'  association,  however,  to  sit 
meekly  and  watch  the  introduction  of  bills  in  legislatures  that  would 
make  it  easier  for  the  public  to  be  plundered.  One  of  the  most 
effective  things  a  taxpayers'  association  can  do  to  hold  down  public 
expenditures  is  watch  every  bill  introduced,  study  its  possibilities 
and  then  oppose  it  with  all  the  vigor  possible  if  it  threatens  a  raid 
on  the  public  treasury.  Watching  pending  legislation,  supporting 
good  bills  and  fighting  the  bad  ones,  has  been  part  of  the  program 
of  the  Indiana  Taxpayers'  Association.  When  the  Indiana  general 
assembly  convened  in  1931  for  a  sixty-one  day  session  our  repre- 
sentatives scrutinized  every  one  of  the  hundreds  of  bills  intro- 
duced. Each  week  we  prepared  for  the  newspapers  a  statement 
showing  how  many  of  these  bills  would  increase  taxes  if  they  be- 
came laws,  and  how  many  would  tend  to  reduce  taxation.  In  this 
respect  we  fought  almost  single-handed  for  the  public  welfare. 
Virtually  every  interest  that  had  a  pet  measure  pending  before  the 
lawmakers  had  a  lobby  working  in  its  behalf.  We  were  attacked 
and  maligned  from  all  sides  but  we  continued  to  point  out  what 
pending  bills  would  do  and  we  succeeded  in  killing  the  worst  as 
well  as  assisting  in  the  passage  of  the  best. 

Since  the  organization  of  the  Indiana  Taxpayers'  Association  it 
is  estimated  conservatively  that  the  people  have  saved  themselves 
between  $8,000,000  and  $10,000,000  annually.  As  we  have  pointed 
out,  these  savings  are  made  possible  in  two  ways.  One  is  by  per- 
suading officials  who  prepare  budgets  to  eliminate  from  them  vari- 
ous items  that  would  increase  taxes.  The  other  method  is  the 
appeal  route  to  the  State  Board  of  Tax  Commissioners  where,  after 
hearings  in  the  counties  from  which  the  appeals  were  made,  the 
board  may  cut  the  proposed  expenditures  or  approve  them  if  the 
evidence  indicates  that  the  proposals  are  just.  We  hear  constantly 
of  officials  who  have  planned  to  pad  their  budgets,  hopeful  that  the 
excess  items  will  not  attract  attention  and  that  pet  schemes  to  take 
more  of  the  public's  money  may  be  put  into  operation.  The  vigi- 
lance of  taxpayers  as  they  read  over  these  budgets  and  point  out 
the  very  items  the  officials  sought  to  put  through  usually  results  in 
the  entire  elimination  of  such  proposals  and  the  saving  to  the  tax- 
payers of  what  would  have  been  collected  from  them  had  they  not 
been  awake  to  the  necessity  of  guarding  their  own  purse-strings. 

It  is  impossible  now  for  any  sort  of  a  public  steal  to  be  placed 
in  a  budget  and  escape  detection,  for  representatives  of  our  asso- 
ciation read  and  study  every  budget  prepared  in  the  State  of  Indi- 
ana, and  if  our  experts  do  detect  what  is  suspicious  or  clearly 
wrong  the  official  who  seeks  to  authorize  such  an  expenditure  will 
have  to  be  shrewder  in  the  future  than  he  has  been  in  the  past. 
Frequently  it  has  happened  that  officials  pleaded  successfully  for 
large  sums  in  various  funds  on  the  theory  that  they  should  be  pre- 
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pared  for  emergencies.  They  cannot  carry  such  large  balances 
without  collecting  extra  taxes  for  their  constituents.  As  the  state's 
taxing  laws  now  read,  an  emergency  is  not  anticipated,  but  if  one 
arrives,  there  is  a  way  to  meet  it.  Realizing  that  floods,  fires, 
epidemics  or  other  emergencies  might  call  for  the  expenditure  of 
extraordinary  sums — sums  that  had  not  been  budgeted  in  advance — 
the  law  provides  that  whenever  such  an  emergency  exists  the  offi- 
cials directly  concerned  with  relief  measures  may  notify  the  State 
Board  of  Tax  Commissioners  and  the  board  fixes  a  time  for  a 
speedy  hearing  of  the  plea.  If  it  can  be  shown  that  an  emergency 
does  exist,  the  extra  sums  needed  to  meet  the  situation  are 
authorized. 

Recognizing  the  unusual  economic  era  through  which  we  have 
been  passing,  our  association  prepared  for  the  consideration  of  the 
1931  session  of  the  Indiana  general  assembly  a  suggestion  that 
budgets  for  the  succeeding  two  fiscal  years  be  held  to  the  figures 
submittted  in  1930  and  upon  which  tax  collections  were  made  this 
year.  This  plan  was  incorporated  in  an  amendment  to  the  budget 
law,  and  while  we  have  been  working  strenuously  throughout  the 
year  to  lower  taxes  in  all  parts  of  the  state,  we  have  knowledge 
that  the  budget  totals  for  the  coming  year  are  limited  by  law  to 
what  they  were  last  year.  They  can  go  lower  but  they  cannot  go 
any  higher. 

As  the  year  is  unfinished  we  cannot  at  this  time  present  figures 
showing  the  accomplishments  of  our  association  and  its  affiliated 
county  organizations,  looking  toward  next  year's  tax  collections. 
We  do  have  the  figures  for  last  year  and  for  other  years,  and 
some  of  these  showings  ought  to  be  of  general  interest.  Largely 
through  the  work  of  our  organizations  the  levies  from  which  this 
year"s  taxes  were  collected  were  reduced  a  year  ago.  with  the  result 
that  collections  this  year  were  $4,821,385  less  than  in  1930.  making 
the  second  net  reduction  in  total  state  and  local  taxes  in  thirty 
years.  There  was  a  reduction  in  1926,  as  compared  with  1925,  of 
SI. 749. 395.  Seventy-six  of  Indiana's  ninety-two  counties  decreased 
the  taxes  collected  this  year  by  a  total  of  S5.851.258  and  the  re- 
maining sixteen  brought  about  increases  of  $1,029,873,  leaving  the 
net  reduction  $4,821,385,  as  indicated  above.  This  reduction  is  a 
per-capita  total  of  $1.49,  or  $7.45  for  a  family  of  five.  The  popu- 
lation of  the  seventy-six  counties  where  reductions  were  made  totals 
2.348,808,  and  there  the  per-capita  saving  was  $2.49.  or  $12.45  for 
a  family  of  five.  In  a  few  counties  the  per-capita  reductions 
amounted  to  $4.  or  $5. 

Federal  census  bureau  statistics  have  shown  in  recent  years  chat 

taxes  throughout  the  country  were  increasing  constantly.     It  has 

been  our  purpose  in  Indiana  to  demonstrate  that  what  is  common 

for  the  nation  need  not  be  taken  as  an  example  by  our  own  people. 

17 
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The  best  evidence  that  we  have  accomplished  some  of  the  things 
we  started  out  to  do  is  shown  by  the  fact  that  while  taxes  in  many 
other  states  have  continued  to  soar,  ours  have  shown  a  gratifying 
decrease. 

We  find  two  points  of  view  expressed  by  those  who  consider  the 
problem  of  governmental  costs.  One  contemplates  new  sources  of 
taxation.  Instead  of  planning  ways  whereby  governmental  expendi- 
tures may  be  cut,  an  effort  is  made  to  discover  new  things  to  tax, 
to  the  end  that  there  will  be  more  tax  money  to  spend.  We  believe 
that  it  is  the  function  of  a  taxpayers'  association  to  watch  such 
proposals  with  the  greatest  care.  If  there  are  classes  of  property 
that  should  be  taxed  and  are  not,  then  we  cannot  object  to  pro- 
posals that  would  place  such  property  on  the  duplicates.  Where 
other  proposals  are  studied,  we  should  bear  in  mind  that  all  of  the 
ordinary  channels  of  taxation  should  be  utilized  before  we  resort 
to  extraordinary  schemes,  and  eve'n  if  we  sanction  any  of  the  latter, 
we  must  remain  sufficiently  clear-minded  to  insist  that  whatever 
burden  is  imposed  is  spread  evenly  and  equally  upon  all  who  are 
able  to  bear  it. 

If  the  theory  of  finding  new  things  to  tax  is  wrong  in  principle, 
then  the  theory  of  economy  in  government  must  be  right,  and  it  is 
to  that  end  that  taxpayers'  associations  should  direct  their  best 
efforts.  We  have  explained  time  and  again  that  there  is  but  one 
sure  way  to  reduce  taxes  and  that  is  by  having  public  officials 
spend  less  money.  This  assertion  is  so  simple  it  seems  hard  for 
some  officials  to  understand.  They  turn  it  over  and  examine  it. 
trying  to  make  it  appear  difficult,  and  when  they  see  they  cannot 
confuse  the  issue  in  that  manner  they  set  up  the  clamor  that  we 
are  trying  to  cripple  the  cause  of  education,  wreck  local  and  state 
governments  and  tear  down  the  splendid  structure  that  has  taken 
so  many  years  to  complete.  To  such  assertions  we  enter  a  vigorous 
denial.  It  never  has  been  the  purpose  of  any  legitimate  and  honest 
taxpayers'  association  to  stand  in  the  way  of  progress,  but  tax- 
payers are  individuals,  and  individuals  know  that  while  they  yearn 
for  some  comforts  and  luxuries,  they  cannot  afford  them.  Spend- 
ing foolishly  for  such  commodities  leads  to  bankruptcy  and  is  be- 
coming increasingly  apparent  that  some  of  the  units  of  government 
in  this  country  can  get  about  as  near  to  bankruptcy  as  can  business 
institutions. 

Therefore,  during  an  unusual  period,  we  advocate  spending  less 
largely  because  the  people  have  less  to  spend.  It  stands  to  reason 
that  if  the  men  and  women  of  our  state  or  any  other  state  have 
felt  the  pinch  of  a  trying  situation  and  if  they  have  been  forced  to 
curtail  their  day-by-day  expenditures,  they  are  not  in  a  position  to 
pay  a  bigger  tax  bill  when  the  time  for  the  regular  tax  payments 
comes.     So  we  have  preached  the  gospel  of  smaller  governmental 
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expenses  in  Indiana  this  year,  that  the  people  might  not  look  upon 
taxation  as  confiscation,  that  home  owners  might  not  be  forced  to 
lose  the  property  into  which  many  of  them  have  put  their  lifetime 
savings  and  that  every  needless  function  of  government  be  cur- 
tailed. 

Never  before  in  the  history  of  Indiana  has  there  been  such  a 
response  from  the  people  as  came  to  us  from  every  nook  and  corner 
of  the  state  this  year.  More  than  200  appeals  have  been  filed  by 
taxpayers  to  the  State  Board  of  Tax  Commissioners,  involving  the 
expenditure  in  the  aggregate  of  millions  of  dollars.  Taxpayers 
have  been  quick  to  appeal  where  their  own  officials  have  not  seen 
fit  to  reduce  budgets  and  levies.  Upon  the  hearings  the  state  tax 
commissioners  will  hold  in  connection  with  these  200  or  more 
appeals,  will  depend  how  much  a  victory  the  people  will  win  for 
their  cause.  Judging  from  the  temper  of  the  tax  commissioners, 
as  shown  in  hearings  held  in  our  state  capital,  they  are  determined 
to  bring  about  relief  for  the  people  whenever  possible. 

It  would  be  idle  for  those  of  us  connected  with  the  Indiana  Tax- 
payers' Association  to  assume  that  the  people  have  been  aroused  to 
such  a  pitch  that  our  fight  is  won — that  we  can  shut  up  shop  and 
assert  that  our  work  is  finished.  It  would  be  idle  for  any  state 
association  of  taxpayers  to  entertain  similar  ideas.  It  has  taken 
years  to  awaken  the  people  to  a  realization  of  their  own  power 
and  to  persuade  them  to  use  it.  Anybody  who  believes  that  they 
will  continue  to  use  this  power  unless  they  are  prodded  from  year 
to  year  is  entertaining  a  futile  dream.  The  fight  for  the  elimination 
of  waste  in  public  affairs  demands  constant  leadership.  It  cannot 
be  an  in-and-out  plan  of  campaign,  with  activity  one  season  and 
a  hands-off  policy  the  next.  Eternal  vigilance,  as  we  said  in  the 
beginning  of  our  remarks,  is  the  only  motto  that  may  be  inscribed 
on  a  banner  with  any  assurance  that  this  banner  will  be  carried  to 
victory.  The  people  will  continue  to  look  to  the  state  organizations 
for  leadership  and  we  will  be  abandoning  our  campaign  long  be- 
fore it  is  won  if  we  take  a  single  backward  step  now.  Gentlemen^ 
we  cannot  afford  to  become  weary  in  well-doing. 

Chairman  Blakey:  If  any  of  you  are  interested  in  seeing 
these  exhibits  that  Mr.  Miesse  has  here,  he  will  be  glad  to  show 
them  to  you  at  any  time. 

Harry  Miesse:  I  will  be  glad  to  furnish  any  of  you  with  these 
blanks,  or  these  comparisons.  I  will  send  them  from  the  office 
worked  out  for  you,  if  you  want  me  to.  We  find  them  the  most 
helpful  thing  we  have  in  our  organization.  We  have  a  complete 
set  of  them  for  every  taxing  unit  in  the  state,  and  we  know  just 
exactly  how  much  money  has  been  spent  for  every  item  of  govern- 
ment for  seven  years  in  Indiana. 
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Chairman  Blakey:  Mr.  Miesse  and  Mr.  Brown,  who  have  just 
spoken,  have  been  presenting  the  matter  of  control  of  public  ex- 
penditures from  the  standpoint  of  the  taxpayers'  association.  The 
next  speaker  on  the  program  is  going  to  view  this  matter  of  con- 
trol of  public  expenditures  from  the  other  side  of  the  fence,  at  least 
from  one  of  those  who  is  controlled,  perhaps.  It  has  been  my 
observation  and  belief,  judging  from  what  the  speakers  have  said, 
that  we  have  had  the  most  happy  combination  when  the  taxpayers' 
association,  or  when  the  state  officials,  as  the  case  might  be,  who 
were  doing  the  controlling,  on  the  one  hand,  and  those  who  were 
controlled,  can  work  together,  rather  than  be  at  swords'  points. 
I  have  visited  a  few  meetings  lately  where  this  matter  of  control 
was  discussed,  and  the  discussion  was  on  a  friendly  and  neighborly 
basis,  and  it  has  been  my  observation  that  it  has  been  most  helpful 
when  such  is  the  case. 

I  am  especially  interested  in  what  the  next  speaker  is  going  to 
say.    He  represents  the  Virginia  League  of  Municipalities. 

In  Minnesota,  the  league  of  Minnesota  municipalities  has  gone 
on  record  several  times  as  being  very  definitely  opposed  to  the 
Indiana  plan  of  control,  which  has  been  represented  here.  I  don't 
know  whether  this  Virginia  league  takes  the  same  attitude  or  not. 
YVe  will  hear  in  a  moment.  The  point  of  contention  was  that  of 
home  rule,  which  I  believe  Mr.  Haig  said  in  New  York  is  pro- 
nounced not  home  rule  but  home  ruin.  Our  next  speaker  will  be 
Mr.  Wallerstein,  secretary  of  the  Virginia  League  of  Municipali- 
ties— Mr.  Wallerstein. 

Morton  Wallerstein  (Virginia)  :  Mr.  President,  Ladies  and 
Gentlemen :  I  feel  very  much  like  the  speaker  did  at  the  National 
Municipal  League  last  year  when  the  chairman  said,  "  Mr.  Smith, 
we  have  run  over  our  time ;  you  have  only  five  minutes.  Do  you 
think  you  can  tell  all  you  know  about  the  subject  in  that  time?" 
Mr.  Smith  turned  to  the  chairman  and  he  said.  "  Mr.  Chairman. 
I  think  I  can,  especially  when  I  consider  the  fact  that  the  Lord 
told  the  story  of  creation  in  twenty-eight  words." 

I  want  to  say  to  you.  Mr.  Chairman,  that  among  the  municipal 
leagues  I  do  not  think  it  is  a  superlative  statement  to  say  that  the 
Municipal  League  in  Minnesota  is  considered  a  model,  and  I  want 
to  further  say  that  as  far  as  this  Indiana  plan  of  home  rule  goes, 
our  league  has  never  taken  any  official  action  on  it,  although  1  do 
not  believe  that  if  official  action  were  taken  it  would  be  very  much 
different  from  the  action  that  was  taken  in  Minnesota,  if  my 
analysis,  which  I  am  trying  to  make  here  of  the  view  of  the  local 
official,  is  correct. 

Before  I  get  into  this  paper  I  want  to  say  one  thing,  because  I 
know  all  of  vou  here  are  his  friends,  and  I  think  the  fact  mav  be 
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interesting  to  you.  About  two  years  ago  our  very  able  State  Tax 
Commissioner,  Mr.  Morrissett.  received  a  flattering  offer  which 
would  have  taken  him  out  of  public  life  of  the  state.  Mr.  Morris- 
sett  gained  note  in  Virginia  for  the  reason  that  he  was  making 
those  pay  taxes  who  owed  taxes — something  which  had  not  been 
done  in  Virginia  very  much  before  that  time — and  millions  of  tax- 
able values  were  added  to  our  books.  Of  course,  it  was  a  great 
personal  tribute  to  Mr.  Morrissett,  the  fact  that  the  state  and  the 
public  of  the  state  rose  as  a  unit  and  demanded  that  Mr.  Morrissett 
continue  in  his  position.  I  think  it  is  a  greater  tribute  to  a  fact 
which  many  of  us  frequently  do  not  recognize,  and  that  is  that 
the  people  of  a  state,  as  I  see  it,  are  not  so  much  concerned  with 
high  taxes  as  they  are  with  equitable  taxes,  and  more  particularly 
that  those  who  owe  taxes  shall  pay  them.  I  mention  that  because 
I  know  that  many  of  you  are  friends  of  Mr.  Morrissett  and  will 
be  glad  to  hear  what  I  know  you  would  never  hear  in  a  thousand 
years  from  that  modest  person. 

There  were  two  things  which,  before  I  begin  the  paper,  were 
pointed  out,  that  I  can  enlarge  upon,  and  I  want  to  call  them  to 
your  attention.  They  have  been  treated  in  the  various  papers  here 
today,  and  of  course  I  have  not  been  able  to  get  very  much  com- 
fort from  the  various  papers  read  except  the  very  splendid  paper 
of  Mr.  Dykstra.  When  I  say  "  comfort  "  I  mean  comfort  to  the 
point  of  view  which  I  expect  to  present,  and  what  was  said  by  the 
two  gentlemen  from  Wisconsin  this  afternoon.  There  are  two 
things  which  I  think  will  bear  watching  —  and  I  cannot  develop 
them  —  one  is  what  Doctor  Lutz  spoke  of  this  morning,  about  the 
personnel  of  schools,  which  the  league  of  municipalities,  particu- 
larly in  states  like  Minnesota  and  Xew  York  and  others,  are 
attempting  to  improve.  The  other  is  a  work  that  is  being  carried 
on  not  merely  in  the  publication  of  volumes  but  in  the  actual 
laboratory  work,  and  that  is  the  work  of  measuring  municipal 
government,  setting  up  certain  standards.  The  first  thing  we 
started  on  was  records  for  street  sanitation,  the  cost  of  street  clean- 
ing and  that  sort  of  thing.  They  have  a  national  committee  work- 
ing on  that.  They  have  developed  certain  forms  of  accounting, 
control  of  expenditures,  comparative  statistics,  and  so  on ;  but,  they 
are  going  a  step  further  than  that  and  have  actually  put  installa- 
tions in  in  Kenosha,  Wisconsin,  Troy,  New  York,  I  believe,  and 
Brunswick,  Georgia :  and  it  is  our  plan  to  cooperate  with  that  com- 
mittee in  a  city  of  ten  thousand  inhabitants  in  the  state  of  Virginia. 
I  just  mention  those  as  two  of  the  sort  of  things  going  on  which 
are  closely  related  to  this  question  of  public  expenditures. 
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VIEWPOINT  OF  THE  LOCAL  OFFICIAL  TOWARD 
EXPENDITURE  CONTROL 

MORTON   L.    WALLERSTEIN 
Executive  Secretary,  League  of  Virginia  Municipalities 

The  subject  assigned  to  me  appears  to  be  more  psychological 
than  scientific;  more  personal  opinion  than  factual.  Such  being 
the  case,  because  there  may  be  some  here  who  are  not  familiar 
with  the  work  of  the  state  municipal  leagues,  it  may  not  be  in- 
advisable because  of  my  official  position  and  connection  with  such 
an  organization  to  state  the  nature  of  the  work.  In  a  majority  of 
our  states  there  is  a  league  of  municipalities.  These  leagues  are 
supported  out  of  the  public  revenue  appropriated  by  the  various 
cities  and  towns  of  the  state  accepting  membership.  They  en- 
deavor to  represent  the  joint  thought  of  the  city  and  town  govern- 
ments before  the  legislature,  many  times  before  the  courts,  and  on 
numbers  of  other  occasions.  Nearly  all  of  them  publish  monthly 
magazines  containing  articles  of  interest,  do  research  work— fre- 
quently in  connection  with  the  state  university — furnish  informa- 
tion and  comparative  statistics  to  any  member  city  or  town,  hold 
an  annual  conference  of  city  and  town  officials,  and  conduct  per- 
sonnel schools  for  the  training  of  municipal  officials  and  employees. 
I  mention  this  because  the  background  of  the  speaker  should  be 
disclosed  when  he  endeavors  to  "  psyche  "  the  local  official.  The 
executive  secretary  of  any  active  state  league  is  probably  in  as 
good  a  position  as  anyone  to  hear  what  the  councilman  thinks  of 
the  administration,  what  the  administration  thinks  of  the  council- 
man, and  what  is  the  composite  thought  of  the  councilman  and  the 
administration.  If  you  will  pardon  a  further  personal  reference, 
excusable  only  in  my  pose  as  a  mind  reader,  I  may  state  that  about 
fifteen  years  ago  I  was  assistant  counsel  of  the  state  tax  board  in 
our  state  and  served  as  aide  to  that  official  in  whose  hands  in  many 
instances  rests  the  decision — final  as  a  practical  matter — as  to  how 
much  revenue  the  localities  may  have.  So  that  you  see  that  such  a 
dual  experience  ought  to  aid  one  in  formulating  fairly  definite  con- 
clusions on  the  subject  under  discussion,  having  had  the  oppor- 
tunity to  aid  the  state  in  gobbling  up  all  possible  sources  of  revenue 
in  one  period  and  acting  in  behalf  of  the  entreating,  but  starving, 
municipalities  during  another. 

At  the  outset,  let  me  say  that  the  phrase  '*  excessive  cost  of  local 
government  "  has  become  a  popular  theme  for  our  state  and  national 
figures.  It  transcends  political  parties,  finding  equally  popularity 
as  a  battle-cry.  and  possibly  as  an  alibi,  both  by  President  Hoover 
and  by  Governor  Roosevelt.  Pathetically  enough,  neither  the  users 
of  this  phrase  nor  their  audience  have  ever  properly  analyzed  it. 
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The  municipal  officials  have  been  so  engaged  in  endeavoring  to 
make  both  ends  meet  that  they  have  done  little  in  removing  this 
smoke  screen.  I  am,  of  course,  not  here  either  to  defend  or  advo- 
cate large  public  expenditures  whether  they  be  national,  state  or 
local,  but  it  must  be  apparent  that  the  phrase  "  excessive  cost  of 
local  government "  demands  proper  analysis.  The  implication  from 
the  word  "  excessive "  is  that  the  localities  of  this  country  are 
either  spending  their  money  wastefully  or  in  services  not  necessary 
to  the  public  weal.  With  regard  to  the  former  of  these  proposi- 
tions, it  would  appear  that  the  most  that  has  been  said  for  waste- 
fulness is  that  it  appears  to  be  the  result  of  a  cumbersome,  all  too 
small  unit  of  government,  satisfactory  in  the  gay  nineties,  but 
utterly  unequipped  for  the  manifold  business  activities  of  our  locali- 
ties of  the  present  day.  With  regard  to  the  latter,  we  have  as  yet 
heard  no  state  or  national  figures  suggest  any  activity  whatsoever 
which  our  cities  should  relinquish.  In  either  event,  the  fault 
would  seem  to  lie  with  the  state  —  certainly  in  a  large  measure. 
Both  state  and  municipality  are  affected  by  a  political  situation 
which  was  described  by  Professor  Storey  some  years  ago  in  his 
work  on  ';  The  American  Municipal  Executive  "  in  the  following 
language : 

"  The  tendency  to  exalt  the  general  at  the  expense  of  local 
political  interests  is  accentuated  by  the  existence  of  a  profes- 
sional political  class  that  has  consciously  emphasized  the  im- 
portance of  success  for  the  national  and  state  organizations. 
The  members  of  this  class  look  to  their  political  activities  to 
furnish  them  a  livelihood.  They  are  in  politics  '  for  what 
there  is  in  it.'  The  opportunity  offered  them  by  the  modern 
city  and  its  government  has  been  unparalleled  in  former  gen- 
erations. It  is  a  field  that  can  be  most  successfully  exploited 
when  the  interest  of  the  municipal  citizens  is  centered  upon 
other  than  municipal  problems.  The  absence  of  tradition  in 
local  politics,  the  transient  character  of  much  of  the  urban 
population,  the  indifference  of  large  portions  of  our  population 
due  to  preoccupation  in  industrial  and  commercial  enterprises, 
all  supplement  the  efforts  of  the  professional  politician  to 
magnify  other  than  local  programs  and  issues,  or  to  exhaust 
political  energies  in  vain  and  unprofitable  sham  battles." 

Fully  conscious  of  the  political  nature  of  government,  whether 
national,  state  or  local,  the  point  I  desire  to  make  is  that  the  ques- 
tion is  not  whether  local  taxes  are  higher  now  than  formerly,  but 
rather  two  questions:  First,  Are  there  any  activities  of  the  city 
which  can  properly  be  curtailed?  and,  secondly.  Is  the  city  getting 
a  dollar's  worth  for  every  dollar  expended?  Professor  Munro  in 
a  recent  book  correctlv  stated,  "  American  cities  have  made  more 
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progress  toward  efficient  government  since  1900  than  they  were 
able  to  make  in  the  whole  of  the  preceding  century."  My  plea  is 
that  our  national  and  state  administrators — and  legislators  too,  for 
that  matter  —  consider  the  specific  situation  and  not  continue  as 
clever  phrase-makers  to  talk  unreasoned  generalities.  It  is  un- 
doubtedly true  that  the  public  expenditures  of  our  localities  have 
mounted.  But  is  there  any  citizen  who  wants  to  see  his  city  give 
up  certain  functions  now  which  it  did  not  exercise  some  years  ago  ? 
Street  paving  to  meet  present  traffic  conditions,  traffic  signal  sys- 
tems and  traffic  officers,  swimming  pools,  parks,  recreation  centers, 
planning,  zoning,  improved  sewerage  and  garbage  disposal — water 
systems,  public  health  work — these  are  but  a  few  of  the  activities 
that  have  either  arisen  or  tremendously  developed  within  the  last 
quarter  of  a  century.  While  of  course  affected  somewhat  with  the 
same  political  situation  that  exists  both  with  the  national  and  state 
government,  I  do  not  believe  that  it  can  be  fairly  said  that  our 
municipal  governments  are  either  wasteful  or  that  they  are  engaged 
in  .activities  which  can,  consistent  with  the  public  welfare,  be  cur- 
tailed in  substantial  measure. 

With  these  preliminaries  out  of  the  way,  let  us  consider  the 
viewpoint  of  the  local  official  toward  expenditure  control.  A  local 
official  quite  naturally  is  much  concerned  with  rising  local  expen- 
ditures. He  deprecates  it  as  much  as  anyone.  Generally  speaking, 
his  feeling  is  that  local  government  being  closer  to  the  people, 
being  a  smaller  unit  susceptible  to  greater  vigilance,  should  be  more 
efficient  than  if  there  is  interference  by  some  outside  unit  of  the 
state — in  many  cases  far  removed  from  the  field  of  activity  and 
unaware  of  the  real  problem  which  faces  the  locality.  I  believe 
that  you  here  who  are  close  to  -government  will  agree  that  the 
Virginia  cities  and  towns  are  considered  well  governed.  Such  a 
thing  as  corruption  in  local  government  is  almost  unknown  in  our 
state.  I  believe  that  the  cities  and  towns  of  Virginia  are  in  some 
measure  considered  model  local  governments.  This  is  a  result,  as 
I  see  it,  of  three  conditions.  The  first  is  that  during  the  past  quar- 
ter of  a  century  there  w~as  not  one  single  act  passed  by  the  General 
Assembly  of  Virginia  taking  away  powers  of  government  from  the 
localities.  In  the  second  place,  our  cities,  but  not  the  towns,  are 
separate  autonomous  units  of  government  totally  free  from  any 
interference  by  the  county  in  which  it  is  located;  even  our  towns 
are  becoming  more  autonomous.  In  the  third  place,  our  legislature 
has  been  most  generous  both  in  the  constitution  and  in  legislation 
m  leaving  our  cities  and  towns  free  in  a  large  measure  to  adopt 
that  form  of  government  which  is  best  suited  to  the  needs  of  the 
particular  locality.  In  other  words,  the  progress  Virginia  has 
made  in  its  local  government  is  due  to  the  fact  that  the  state  has 
in  a  larsre  measure  left  the  localities  alone  to  work  out  their  own 
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affairs,  and  that  if  the  state  continues  to  leave  them  alone  they 
will  continue  to  constantly  improve  their  government  internally 
rather  than  by  interference  from  the  outside. 

If,  then,  it  be  admitted  the  government  of  Virginia  cities  has 
been  especially  good  and  for  the  reasons  stated,  the  question  you 
would  naturally  ask  is  what,  if  anything,  can  be  done  in  Virginia, 
or  in  any  state  that  will  adopt  the  Virginia  philosophy,  in  solving 
the  problem  of  mounting  municipal  expenditures  in  lieu  of  state 
expenditure  control  ? 

I  believe  the  local  solution  of  the  problem  involves  the  active 
cooperation  of  three  classes,  the  local  public,  the  state,  and  the  city 
governing  bodies  themselves. 

As  to  the  public,  the  local  official  believes  that  the  public  needs 
to  be  educated  to  a  fact  to  which  they  seem  to  be  entirely  oblivious, 
that  is,  that  if  they  want  to  dance  they  must  pay  the  piper.  The 
public  does  not  realize  when  expenditures  are  incurred  that  they. 
the  public,  must  raise  the  money  to  meet  those  expenditures.  To 
make  such  a  realization  possible,  we  must  rely  on  taxpayers'  asso- 
ciations, governmental  research  agencies,  and  other  civic  bodies. 
Frequently,  as  you  know,  because  our  governments  are  not  merely 
business  but  combine  business  with  politics,  they  are  most  prone  to 
public  demands.  Curbing  the  public  demand  by  greater  publicity 
in  government,  and  the  spreading  of  the  gospel  of  increased  activi- 
ties meaning  increased  taxes  is  essential.  In  the  next  place,  the 
municipal  official  believing  that  the  public  business  being  technical 
and  scientific,  the  public,  in  a  large  measure,  must  be  taught,  as  to 
problems  of  administration,  that  the  men  who  are  conducting  the 
affairs  of  the  municipality  give  thought  and  time  to  the  various 
problems  both  as  to  income  and  outgo,  and  the  public  should  give 
them  more  freedom  without  citizen  interference  to  solve  their 
knotty  problems.  A  typical  example,  as  it  seems  to  me,  is  economy 
in  street  traffic  control  where,  as  we  all  know,  merchants  endeavor 
to  regulate  traffic  with  about  as  good  results  as  the  council  would 
have  if  it  endeavored  to  run  the  business  of  the  interfering  mer- 
chant. Lastly,  our  local  officials  are  exceedingly  embarrassed  from 
time  to  time  by  organized  minorities.  For  example,  street  associa- 
tions are  organized  for  the  sole  purpose  of  having  a  certain  street 
improved  regardless  of  necessity  or  expense.  Members  of  this 
association  may  represent  a  politically  active,  but  exceedingly  small. 
minority.  Nevertheless,  the  great  majority  opinion  either  through 
lack  of  courage  or  interest  does  not  assert  itself.  Until  the  majori- 
ties assert  themselves,  your  local  official  is  of  course  forced  into  a 
position  where  such  a  minority  must  be  recognized  if  he  desires 
reelection. 

To  sum  up.  the  local  official  feels  that  three  things  are  necessary 
on  the  part  of  the  public.     First,  a  public  comprehension  that  it  is 
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their  own  money  being  spent.  Second,  the  realization  by  the.  public 
that  the  city  officials  have  the  best  perspective  as  to  the  needs  of 
the  city  at  large,  particularly  on  scientific,  technical,  internal  prob- 
lems. And  third,  organized  majorities  must  assert  themselves 
against  an  organized  politically  active  minority. 

As  to  the  part  which  the  state  should  play,  the  local  official 
feels  that  there  are  many  activities  constantly  imposed  upon  the 
locality  by  the  state  without  corresponding  increased  subjects  of 
taxation.  The  view  has  been  well  expressed  by  Professor  William 
Anderson  in  an  article  which  recently  appeared,  in  the  course  of 
which  he  made  the  following  statement : 

"  If  times  were  calmer,  local  government  might  make  many 
pleas  concerning  mitigating  circumstances,  or  incitation  to  the 
deed,   or   the   complicity   of   others.      He   might   ask    National 
Government   why   he   continued   to   urge   localities   to   provide 
unemployment  relief,  better  health  administration,  better  roads 
and   schools,    better    housing,    airports,    and    a    hundred    other 
things.     He  might  also  ask  state  government  why  he  continued 
to  heap   more  burdens   upon   him,   and  yet   at   the   same   time 
steadily  took   from  him   for   state  government's  exclusive   use 
one  field  of  taxation  after  another." 
It  is  but  natural  with   such  a  situation   existing  that  local   ex- 
penditures have  mounted.    What  the  cities  and  towns  need  is  more 
subjects  of  taxation  for  their  increasing  activities,  which  probably 
have  increased  in  greater  proportion  than  the  activities  of  either 
the   state   or   the   national    government.      Generally    speaking,    the 
activities  promote  the  public  welfare.     Frequently,  they  are  created 
by  mandatory  state  legislation.     In  the  next  place,  not  so  much  in 
Virginia  as  in  other  states,  for  the  improvement  of  our  city  gov- 
ernment   rendering    unnecessary    state    expenditure    control,    it    is 
essential,  as  pointed  out  before,  that  greater  autonomy  be  given  to 
the  local  unit  and  that  a  wide  discretion  be  given  to  our  local  unit 
to  choose  through  action  in  the  locality  the   form  of  government 
under  which  it  may  operate.     In  the  next  place,  in  Virginia  as  far 
as  the  towns  are  concerned  and  in  many  other  states  as  to  both 
cities  and  towns,  much  of  the  high  expenditure  required  is  due  to 
the  part  paid  to  the   county.     It  is  readily  admitted  not  only  by 
people   generally   but   by   the   county   officials   themselves   that   the 
general  form  of  county  government,  as  well  as  the  small  size  of 
the  unit,  existing  throughout  the   United   States   is   utterly   inade- 
quate  for  present-day  needs  and  much  progress  can   be  made   in 
local   municipal   expenditure   through   improvement   of   the   county 
government. 

To  sum  up,  the  local  official  feels  that  the  state  has  not  provided 
enough   subjects  of  taxation   for   the  municipalities   to  exist,   that 
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with  broader  powers  given  to  them  by  the  state,  expenditure  con- 
trol can  be  best  regulated  at  home  and  that  inefficient  small  unit 
county  government  in  some  measure  contributes  to  the  high  cost 
of  municipal  government. 

And  now  as  to  the  city  and  town  officials  themselves.  The 
average  local  official  is  as  desirous  as  the  taxpaying  citizen  to  put 
his  own  house  in  order.  Many  of  us  know  that  our  cities  are  seri- 
ously handicapped  in  some  instances  with  members  of  their  per- 
sonnel who  were  well  suited  a  decade  ago  but  are  not  so  suited 
now.  In  many  instances  the  local  executive  will  tell  you  many 
cases  that  the  only  way  that  he  can  improve  the  police  force, 
which  he  inherited  from  a  more  political  era,  is  to  junk  the  entire 
personnel.  He  will  also  tell  you,  what  you  know  to  be  a  fact, 
that  public  sentiment  simply  would  not  stand  for  that.  Our  local 
officials  are  in  dire  need  of  more  available  scientific,  practical  ad- 
vice. In  many  instances  the  city  forces  themselves  can  furnish 
this.  In  others,  on  account  of  the  small  size  of  the  city  or  the 
intricacy  of  the  problem,  this  must  be  furnished  by  the  state  muni- 
cipal league.  It  would,  therefore,  appear  that  with  the  enlarged 
and  continued  growth  of  these  organizations,  comparative  figures 
and  scientific  methods  can  and  will  be  furnished  our  localities  to  a 
greater  extent  than  ever  before  realized. 

What  our  cities  especially,  need  is  to  secure  a  dollar's  worth  of 
services  supplied  for  every  dollar  expended  and  to  have  the  citizens 
realize  through  proper  publicity  that  this  is  done.  In  a  word,  it 
would  appear  that  given  a  fair  chance  with  the  present  growth  of 
interest  in  government  and  without  legislative  interference,  our 
cities  and  towns  should  be  able  to  work  out  their  various  problems 
whether  it  be  a  question  of  expenditure  or  otherwise  in  a  better 
fashion  than  would  be  possible  by  state  interference  at  a  distance. 
This  has  well  been  stated  by  Dr.  McBain  in  his  work  on  American 
City  Progress  and  the  Lazv  when  he  said: 

"  There  are,  of  course,  those  who  urge  that  the  city  is  in 
need  of  constant  tutelage.  This  amounts  to  the  assertion  that 
the  city  is  incapable  of  self-government.  It  may  be  freely 
admitted  that  all  of  our  units  of  government  show  occasional, 
if  not  indeed  frequent,  appearances  of  political  incapacity.  It 
may  be  admitted  also  that  in  many  instances  cities  have  been 
protected  against  themselves  by  state  legislature.  But  the 
homely  fact  is  that  while  in  the  fluxes  of  our  politics  state 
governments  are  sometimes  superior  to  city  governments  in 
standards  of  civic  righteousness  and  ability,  they  are  also 
sometimes  grossly  inferior  in  these  standards.  In  the  face  of 
such  fluxes  tutelage  may  be  needed  today  and  protection 
against  tutelage  tomorrow.     By  and  large,  the  capacity  of  the 


268  NATIONAL  TAX  ASSOCIATION 

city  for  self-government  is  doubtless  measured  directly  by  our 
capacity  as  a  people  for  creating  and  operating  democratic 
institutions." 

And  now  may  I  sound  a  word  of  warning?  The  essential  prob- 
lem in  which  you  and  I,  as  students  of  government  and  practitioners 
in  that  field,  are  especially  interested  is  that  our  localities  shall 
properly  plan  their  financial  programs  and  see  that  money  is  ex- 
pended to  the  best  advantage  possible.  I  have  found  in  many 
instances,  because  of  this  tremendous  protest  against  increasing 
local  expenditures,  that  our  cities  and  towns  in  an  effort  to  keep 
down  these  expenditures  are  frequently  put  in  the  position,  in 
order  to  try  to  make  a  good  financial  showing,  of  endeavoring  to 
spend  less  money  by  securing  inferior  material  and  services  when 
any  good  business  concern  would  spend  more  money  on  better 
material  and  services.  In  other  words,  our  cities  are  sometimes 
penny  wise  and  pound  foolish.  I  believe  that  this  is  frequently 
attributable  to  the  spread  of  the  elusive  so-called  "  excessive  cost 
of  local  government."  Our  unfortunate  criterion  of  measuring 
the  efficiency  of  a  city  or  town,  not  in  terms  of  the  amount  of 
services  rendered  for  a  certain  amount  of  money,  but  only  with 
reference  to  the  question  of  the  actual  money  expended,  has  its 
serious  drawbacks.  It  would,  therefore,  seem  to  me  that,  with  the 
proper  attitude  on  the  part  of  the  state,  with  the  proper  attitude 
on  the  part  of  the  public,  and  leaving  the  municipal  official  to  work 
out  the  affairs  of  each  locality,  better  local  governments  can  be 
evolved  without  having  to  resort  to  a  distant  legislative  control  by 
those  unaware  of  the  home  problems. 

In  conclusion,  in  saying  what  I  have,  please  do  not  misunder- 
stand. Our  local  officials  welcome  the  constitutional  bond  limit, 
the  state  laws  requiring  local  budgets  and  local  publicity  with 
regard  to  budgets  and  bond  issues.  They  welcome  local  public 
interest,  when  it  does  not  seek  to  impose  through  political  pressure 
on  the  mature  judgment  of  our  councils.  Give  your  cities  broader 
powers,  stop  legislative  interference  whether  as  to  expenditure 
control  or  otherwise,  make  your  municipalities  autonomous  as  are 
those  in  Virginia.  Then  the  cities  of  the  nation,  without  state 
expenditure  control,  will  be  as  well  governed  as  are  those  of  our 
state — so  believes  an  immodest  Virginian. 

Chairman  Blakey:  We  certainly  have  had  diverse  points  of 
view  presented,  and  such  diverse  points  of  view  and  differences 
of  opinion  that  make  for  discussion.  This  subject  now  is  open 
for  discussion. 

Philip  II.  Zoercher  (Indiana)  :  I  want  to  say  something  about 
the  Indiana  plan.    You  heard  what  Mr.  Miesse  said,  that  his  report 
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shows  that  in  seventy-nine  counties  there  will  be  less  expenditures 
next  year  than  this  year.  Take  into  consideration  that  next  year 
we  will  have  both  a  primary  and  a  general  election  expense ;  the 
last  legislature  increased  the  salaries  of  prosecuting  attorneys,  and 
next  year  will  be  the  quadrennial  reassessment  of  real  estate;  those 
three  items  alone  would  increase  the  budget  in  every  county  in  the 
state;  and  yet  in  seventy-nine  of  the  counties  there  is  to  be  less 
expenditure  next  year  than  there  was  this  year.  Now  that,  of 
course,  is  attributable  to  the  activity  of  the  organization  and  the 
aid  that  the  newspapers  gave  along  this  line  of  saving  money. 

Now,  I  just  want  to  make  another  statement,  just  a  few  words, 
explaining  how  the  Indiana  plan  originated.  In  1919  the  legislature 
passed  anew  tax  law.  At  that  time  the  property  in  Indiana  was 
assessed  on  the  basis  of  two  and  one-half  billion  dollars.  The  men 
who  composed  the  tax  board  at  that  time  realized  and  determined 
that  they  were  going  to  try  to  bring  about  a  proper  valuation  in  the 
state.  A  special  commission  appointed  under  Ralston  showed  that 
in  some  counties  real  estate  was  assessed  as  low  as  twenty  cents  on 
the  dollar,  at  ten  cents  in  some  places,  and  in  others  as  high  as 
eighty  cents  on  the  dollar.  They  were  determined  that  if  the  proper 
authority  was  given  them,  they  would  try  to  bring  about  a  proper 
assessment.  They  also  realized  that  if  that  were  accomplished,  and 
the  fixed  tax  rates  should  remain  as  they  were,  it  would  be  an 
enormous  burden  on  the  taxpayer.  The  law  provided  that  as  the 
value  went  up  the  fixed  rates  automatically  should  be  reduced.  It 
also  provided  that  no  more  money  could  be  collected  in  the  year 
1920  than  was  collected  in  the  year  previous,  and  then  it  further 
provided  that  all  indebtedness  that  might  be  incurred  would  have  to 
be  submitted  to  the  State  Board  of  Tax  Commissioners,  and  that 
the  State  Board  of  Tax  Commissioners  would  have  authority  over 
all  budgets,  where  the  municipality  needed  more  money  than  they 
needed  before,  if  the  levy  exceeded  a  dollar  and  a  half.  Now.  of 
course  at  that  time  we  took  it  that  was  only  a  preliminary,  until 
the  next  legislature  could  meet,  because  the  legislature  did  not 
know  what  the  value  would  be,  and  neither  did  we.  Then,  on 
account  of  the  State  Board  of  Tax  Commissioners  issuing  an  equal- 
ization order  that  the  Supreme  Court  declared  unconstitutional,  the 
legislature  was  convened  in  a  special  session,  and  then  the  fellows 
who  were  the  money  spenders,  the  grabbers,  the  fellows  who  caused 
all  this  increased  valuation  increased  the  borrowing  power  of  every 
municipality  in  the  state;  and  these  contractors  who  were  ready  to 
have  bonds  issued,  they  were  the  ones  that  had  the  special  session 
of  the  legislature  respond  to  the  call  of  interfering  with  local  self- 
government,  and  taking  that  right  away,  and  Governor  McRae, 
who  made  the  race  for  governor  in  1920,  was  elected  on  the  cry 
of  local  self-government.     As  a  result  the  levies  were  fixed  in  1920 
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without  any  interference  at  all,  and  without  control;  and  they 
raised  the  taxes  thirty-six  million  dollars  in  one  year.  Well,  that 
was  such  an  overdose  of  local  self-government  that  when  the  next 
legislature  convened,  the  governor  who  himself  admitted  that  he 
was  elected  on  the  plea  of  local  self-government,  said  the  people 
had  to  he  protected  against  themselves,  and  begged  and  insisted 
that  there  be  some  legislation.  And  then  what  was  done?  We 
were  called  in,  and  I  remember  I  insisted  then  that  we  should  have 
no  authority  in  any  community  unless  the  taxpayers  in  the  munici- 
palities themselves  petitioned  us  to  look  into  it,  and  with  the  fur- 
ther provision  that  the  hearings  should  not  be  held  at  Indianapolis 
but  should  be  held  in  the  locality  itself,  changing  it  from  a  state- 
controlled  to  a  local  hearing,  where  the  taxpayers  could  be  present 
and  be  heard.  That  was  in  1921.  That  law  has  been  on  the 
statute  books  in  Indiana  for  ten  years.  The  last  legislature  did 
something  that  if  I  had  thought  what  the  results  would  be,  I  would 
have  gone  to  the  governor  and  asked  him  not  to  sign  the  bill.  The 
legislature  passed  an  act  providing  that  no  more  revenue  can  be 
collected  in  the  next  two  years  than  in  the  present  year;  if  any 
more  money  was  needed  it  would  have  to  be  submitted  to  our 
board ;  and  then  the  bonding  attorneys  construed  it  that  every  bond 
issue  must  have  our  approval  whether  it  is  petitioned  for  or  not. 
I  hope  that  when  the  next  legislature  meets  it  will  repeal  that  act 
and  give  the  tax  board  only  power  on  the  initiative  of  the  tax- 
payers themselves,  because  the  other,  to  me,  smacks  like  we  are 
interfering;  but  when  the  people  themselves  ask  us  to  come  to 
them  and  investigate,  that  is  a  different  matter. 

I  want  to  say  to  you  the  people  of  Indiana  appreciate  and  think 
just  as  much  of  their  government  as  the  people  do  in  any  other 
state  in  the  Union;  and  I  believe  they  stand  as  high  in  intelligence 
as  they  do  in  any  state  in  the  Union;  and  when  you.  come  to  my 
state  I  want  to  show  you  that  while  we  have,  of  course,  a  lot  of 
units,  over  three  thousand,  we  have  had  three  hundred  appeals, 
which  shows  that  only  ten  per  cent  of  the  units  have  appealed ; 
and  if  the  tax  officers  or  other  officers  of  any  community  are  not 
the  right  kind,  the  taxpayers  in  that  community  can  protect  them- 
selves against  trickery  by  this  right  of  appeal.  I  don't  think  it  is 
interfering  with  local  self-government.  I  believe  it  is  a  correct 
measure  of  self-government.  Tom  Marshall  was  the  Governor  of 
Indiana  for  four  years,  and  those  of  you  who  followed  his  career 
and  his  record  as  Vice-President  of  the  United  States,  during  that 
period  when  President  Wilson  was  President  of  the  United  States, 
will  know  that  Tom  Marshall  was  a  man  whose  interest  was  with 
the  people,  and  he  was  the  man  who  gave  the  idea  of  having  the 
state  tax  board  exercise  authority  regarding  bond  issues  in  com- 
munities. 
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M.  H.  Hunter  (Illinois;  :  I  wonder  if  I  may  make  a  few  re- 
marks on  public  expenditures.  In  my  personal  observation,  if 
political  units  undertake  no  new  activities,  taxpayers'  associations 
or  no  taxpayers'  associations,  we  ought  naturally  to  expect  a  reduc- 
tion in  public  expenditures.  One  thing  we  must  not  forget  is  chat 
there  has  been  a  tremendous  decline  in  prices  of  materials,  and 
commodities  of  all  kinds  are  going  to  cost  political  units  less  just 
as  they  cost  individuals  less.  We  must  not  forget  to  take  that  into 
account,  both  in  looking  at  increases  in  public  expenditures  and  at 
decreases  in  public  expenditures.  That  is  a  fact  that  we  must  not 
overlook  in  trying  to  measure  changes  in  public  expenditures. 

I  suppose  because  I  am  a  professor  I  have  a  little  different  slant 
on  things  than  some  of  the  rest  of  the  people,  because  of  my  train- 
ing, but  I  have  heard  over  and  over  again  in  these  meetings  that 
we  must  curtail  public  expenditures.  I  never  like  to  undertake  a 
problem  by  starting  in  on  mere  conclusion.  You  will  usually  come 
to  your  conclusion.  I  can  readily  concede  that  I  am  glad  to  have 
this  last  gentleman's  paper  take  that  position,  that  there  may  legiti- 
mately be  increases  in  public  expenditures  or  very  legitimately  be 
no  decreases  in  public  expenditures.  Now  remember,  public  ex- 
penditures are  simply  substituted  for  individual  expenses;  and  if 
by  decreasing  your  public  expenditures  you  are  going  to  substitute 
a  poor  school  teacher  for  a  good  one,  and  leave  that  money  with 
the  individual,  he  will  use  it  to  make  a  first  payment  on  a  second- 
hand Ford.  I  say,  it  may  be  bad  policy;  and  I  say  if  your  public 
expenditure  is  doing  more  good  through  being  spent  for  the  gov- 
ernment than  if  it  were  being  spent  by  the  individuals  themselves, 
then  a  decrease  in  public  expenditure  may  be  a  bad  thing. 

Really  it  seems  to  me  we  have  three  separate  problems  all  linked 
together;  the  first  one  is,  what  can  government  do  collectively,  co- 
operatively, rather  than  if  we  as  individuals  did  it  for  ourselves? 
Now,  that  is  the  function  of  government  and  public  expenditure. 
We  will  probably  agree  on  some  things  —  public  education,  high- 
ways and  some  other  things.  What  can  government  do  better  than 
we  can  do  as  individuals?  Those  are  the  things  we  are  willing  to 
support.  After  we  have  decided  on  all  the  things  that  government 
can  do  better  than  we  can  do  as  individuals,  then  the  second  prob- 
lem is  the  problem  of  a  just  system  of  taxation.  How  are  we 
going  to  raise  the  money  in  the  most  just  way  possible? 

I  don't  care  whether  we  are  raising  one  thousand  dollars  or 
whether  we  are  raising  ten  million  dollars,  and  spending  it,  the 
third  question  applies,  and  that  is  economy  and  efficiency.  There 
is  absolutely  no  more  excuse  for  laxity  and  inefficiency  and  ex- 
travagance for  a  government  spending  one  thousand  dollars  than 
one  spending  one  million  dollars  or  ten  million  dollars.  If  you  go 
back  to  Adam  Smith,  he  said  every  tax  ought  to  be  so  levied  that 
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it  will  take  out  of  the  pockets  of  the  people  just  as  little  over  and 
above  what  they  get  back  as  possible.  That  means  that  expendi- 
tures of  operation  and  administration  are  to  be  cut  to  the  minimum. 
I  think  those  things  are  fundamental,  that  you  have  to  keep  in  mind 
this  problem  of  public  expenditures.  It  seems  to  me  that,  after  all, 
governments  are  just  exactly  like  individuals.  We  cannot  expect 
every  government  unit  to  do  just  exactly  the  same  thing  as  every 
other  governmental  unit.  That  is,  we  have  standards  of  living  for 
governments  just  as  we  have  for  individuals.  Some  individuals 
drive  Fords,  although  they  would  like  to  drive  Packards;  some 
individuals  do  drive  Packards,  where  they  make  the  first  payment 
on  them;  and.  you  know,  a  lot  of  governmental  units  have  done  the 
same  thing,  that  is,  they  have  gone  in  on  the  installment  plan. 
They  get  into  trouble  simply  because  they  go  way  beyond  any 
possible  standard  of  living  that  they  can  ever  hope  to  meet.  Indi- 
viduals do  that;  governments  do  it.  When  you  look  at  a  map  of 
the  United  States  or  of  the  State  of  Georgia  or  of  the  State  of 
Illinois  and  notice  all  those  lines,  you  think  how  wonderfully  it  is 
made.  In  Illinois  we  have  more  than  sixteen  thousand  of  those 
imaginary  political  lines;  and  each  one  of  those  units  has  a  certain 
amount  of  power,  and  each  one  looks  with  envy  upon  the  other. 
and  they  want  to  keep  up  with  the  Joneses,  and  so  that  is  the  w  ay 
it  is.  Down  in  southern  Illinois  they  do  not  have  the  large  re- 
sources that  they  have  in  northern  Illinois,  where  they  do  a  lot 
more ;  and  when  they  cannot  keep  up  they  look  to  the  state  as 
Santa  Claus  and  say,  "  We  ought  to  have  some  state-distributed 
funds."  You  know  how  that  is.  We  have  a  state-distributed  fund 
in  education  amounting  to  some  ten  millions  of  dollars  a  year.  We 
have  a  mill  tax  levied  on  property,  and  when  I  checked  up  on  that 
a  year  ago  I  found  in  the  distribution  of  that  mill  tax  on  property 
that  there  was  one  county  in  the  southern  half  of  the  state  that 
paid  into  that  fund  more  than  it  got  out.  and  there  was  one  county 
in  the  northern  half  of  the  state  that  got  out  more  than  it  paid  in. 
It  resolves  itself  into  the  richer  part  of  the  state  subsidizing  the 
poorer  part  of  the  state.  The  vital  question  is  how  far  we  ought 
to  go  in  that  thing.  That  is  happening  in  Illinois,  and  it  is  hap- 
pening in  most  of  your  states.  It  is  the  same  thing;  the  richer 
part  of  the  country  is  subsidizing  the  poorer  part  of  the  country, 
in  helping  them  to  keep  their  standard  of  expenditures  up  above 
what  they  can  afford.  Xow  suppose  that  instead  of  this  more  or 
less  accidental  way  of  making  political  boundaries  they  had  done 
different.  Well,  we  have  a  Xorth  and  South  Dakota,  there  is  a 
North  and  South  Carolina,  and  there  is  more  or  less  separation  in 
California  too,  a  north  and  south  California;  and  I  can  conceive 
how  by  accident  we  might  have  a  north  and  south  Illinois,  just  by 
drawing  an  imaginary  line  through  there.     Suppose  we  had;  then 
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how  is  that  southern  half  as  compared  to  the  northern  half  of 
Illinois?  How  are  they  going  to  keep  up  with  the  Joneses?  They 
are  doing  it  now  because  the  northern  half  is  pouring  funds  down 
there  and  helping  them  keep  up.  How  would  they  do  it  if  that  line 
were  through  there?  We  do  have  those  lines,  a  lot  of  them,  and 
you  have  a  lot  of  political  jurisdictions,  counties  and  states;  some 
do  not  have  the  resources  that  others  have.  And  there  is  a  part 
of  our  problem.  They  want  highways,  they  want  schools,  they 
want  other  things,  just  like  the  rest  of  our  political  units,  and  they 
cannot  afford  them.     That  is  one  of  our  problems,  as  I  see  it. 

Lewis  Taylor  (Indiana)  :  In  1920  the  Indiana  Farm  Bureau 
began  a  study  of  taxation  in  our  state  and  has  been  active  ever 
since.  We  have  organizations  in  ninety  of  the  counties  in  Indiana. 
During  the  last  summer,  following  up  the  program  that  Air.  Miesse 
outlined  here,  and  assisting  him  with  it,  we  called  meetings  in 
practically  every  one  of  those  counties.  We  interested  our  farmers 
in  this  question  of  the  limitation  of  budgets.  We  circulated  peti- 
tions to  the  extent  of  some  six  hundred  in  those  ninety  counties; 
in  other  words,  we  have  been  on  the  tax  question  for  the  last  eleven 
years.  During  the  last  six  years  we  have  had  a  department  of 
taxation  that  has  devoted  its  entire  time  to  a  study  of  the  tax 
situation.  We  are  entirely  in  sympathy  with  this  question  of  con- 
trolling the  budgets.  I  believe  that  every  word  that  Mr.  Zoercher 
said  a  moment  ago  is  correct.  The  farmers  have  come  to  under- 
stand that  by  meeting  with  their  taxing  officials  they  can  exert  very 
important  influence  in  the  matter  of  reducing  budgets  and  keeping 
them  within  bounds. 

We  believe  in  economy,  of  course.  The  fanners  have  got  to 
practice  economy  at  the  present  time,  if  they  exist  at  all.  even  in 
our  state;  and  a  number  of  our  political  subdivisions  at  this  time 
are  on  the  very  brink  of  bankruptcy.  Economy,  of  course,  is  what 
we  are  all  asking  for,  but  in  our  state  economy  is  not  the  important 
question  at  all.  If  we  have  our  figures  correct,  the  income  from 
property — and  I  suspect  this  organization  here  would  concede  that 
all  taxes  practically  are  paid  out  of  income  or  out  of  capital — in 
Indiana  represents  something  like  twenty-six  per  cent,  if  we  have 
been  correctly  informed,  and  of  that  twenty-six  per  cent  about 
seven  per  cent  comes  from  intangible  property.  All  direct  taxes 
in  Indiana  are  raised  from  property,  both  tangible  and  intangible. 
In  1930  lands  and  improvements — and  that  means  farm  property — 
paid  about  fifty-one  millions  of  dollars  out  of  the  one  hundred  and 
fifty  millions  of  dollars  of  direct  taxes.  I  don't  know  what  the  in- 
come of  the  farmers  in  Indiana  was  last  year.  I  doubt  whether  it 
would  average  a  net  income  of  any  kind;  but  regardless  of  that,  a 
third  of  the  direct  taxes  in  our  state  were  paid  out  of  income  from 
18 
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the   farms,  and  that  did  not  include  the  personal  property,  which 
constitutes  quite  a  good  big  batch  of  the  taxes  in  our  state. 

At  the  present  time  it  takes  three  bushels  of  wheat  to  get  a  dollar. 
When  measured  in  farm  produce,  taxes  are  much  higher  now  than 
they  were  ten  years  ago,  in  Indiana,  so  far  as  farmers  are  con- 
cerned, with  all  the  reductions  that  we  have  been  able  to  get. 
Measured  in  corn  at  nineteen  cents  a  bushel,  in  hogs  at  less  than 
six  cents  a  pound,  in  soy  beans  at  twenty-four  cents  a  bushel,  in 
wheat  at  thirty-five  cents,  can  you  just  imagine  how  we  are  going 
to  pay  taxes  in  Indiana,  so  far  as  the  farmers  are  concerned?  The 
question  we  are  interested  in  as  farmers,  not  only  in  economy,  is 
the  spreading  of  the  tax  load  onto  the  shoulders  that  ought  to 
have  it.  There  is  seventy-four  per  cent  of  the  income  in  Indiana 
that  is  not  paying  any  direct  taxes,  and  there  is  our  tax  problem. 
That  is  the  big  problem  in  Indiana  today.  We  believe,  of  course, 
in  this  question  of  economy.  If  Providence  himself  wrote  the  tax 
laws,  we  would  have  to  practice  economy.  Why  in  the  name  of 
common  sense  should  twenty-six  per  cent — if  those  figures  are  cor- 
rect— pay  all  the  direct  taxes  in  my  state?  An  income  tax  or  an 
excise  tax,  to  make  about  the  seventy  per  cent,  that  was  spoken  of 
yesterday,  tax-conscious  is  what  we  are  wanting  in  Indiana. 

Chairman    Blakey:    Any    others    who    wish    to    discuss    this 

matter  ? 

Henry  F.  Long  (Massachusetts)  :  Mr.  Presdient,  I  am  not  cer- 
tain but  that  the  speakers  who  have  just  finished  have  covered 
about  all  the  things  I  wanted  to  say,  but  I  do  have  this  observation 
that  perhaps  might  give  a  few  things  to  think  about :  Mr.  Miesse. 
I  thought,  laid  out  very  cleverly  what  a  tax  association  could  do, 
and  it  seemed  to  me  that  the  principal  success  of  his  association 
was  based  on  the  fact  that  they  made  it  clear  to  the  taxpayer  that 
they  had  no  axes  to  grind,  that  they  were  looking  for  nothing, 
that  they  were  undertaking  to  show  the  taxpayer  exactly  the  direc- 
tion he  was  traveling  in  respect  to  expenditures.  Now,  it  seems  to 
me  we  ought  to  have  been  able  to  have  performed  that  same  func- 
tion through  our  regularly  constituted  government  officials.  Surely 
it  is  not  a  compliment  to  us  as  government  officials  to  feel  that  it 
was  necessary  to  have  private  enterprise  develop  a  form  of  educa- 
tion which  brought  home  to  the  taxpayer  what  government  was 
costing  him. 

The  second  matter  is  the  able  address  of  the  gentleman  from 
Virginia,  and  I  am  not  going  to  take  any  great  stand  against  his 
general  conclusions.  Having  been  a  local  official  myself  for  seven 
or  more  years,  I  have  some  knowledge  of  what  a  municipal  official 
has  to  contend  with;  but,  if  we  give  it  much  consideration,  it  is 
clear  that  the  state  is  the  big  unit,  and  it  is  not  unlike  a  person's 
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body.  There  cannot  be  parts  of  that  body,  even  though  we  would 
want  them  to  act  freely,  that  can  do  anything  without  considera- 
tion of  the  other  parts  that  constitute  the  body.  Therefore,  I  think 
there  is  a  fundamental  reason  why  the  cities  and  towns  should  bow, 
in  the  first  instance,  to  the  will  of  the  state  as  a  whole.  I  think 
it  is  true  in  \  lrginia,  as  it  is  in  Massachusetts,  that  all  the  cities 
and  towns  and  boroughs  and  subdivisions  of  the  state  are  merely 
creatures  of  the  sovereign  itself,  that  is,  that  the  state  itself  has  set 
them  up  with  the  idea  that  certain  functions  could  be  performed  a 
little  better  by  those  local  communities;  but  I  think  at  the  same 
time  there  is  an  indication  that  there  are  certain  other  functions 
that  can  best  be  performed  by  the  state  itself.  One  of  those  things 
is  the  borrowing  of  money,  and  another  one  of  those  things  is  the 
expenditure  of  money,  and  under  the  expenditure  of  money  are 
two  or  three  classifications ;  and  it  is  more  or  less  fundamental 
whether  or  not  it  is  best  to  do  things  collectively  or  whether  it  is 
better  to  leave  to  the  local  communities  what  they  ought  to  do. 
I  am  in  complete  accord  with  the  idea  that  certain  functions  of 
cities  and  towns  should  be  left  alone,  and  their  best  people  will 
constantly  take  such  interest  in  the  local  affairs  of  government, 
that  certain  functions  could  better  be  performed  by  them  than  by 
any  state  direction;  but  I  am  equally  certain  that  if  you  leave 
some  things,  such  as  education,  for  example,  to  the  determination 
of  the  local  community,  you  will  have  the  greatest  hodge-podge  of 
results  that  possibly  could  be  imagined.  I  cannot  conceive  of  any 
one  arguing  that  there  should  be  as  many  different  forms  of  direct 
education  as  there  were  political  subdivisions  of  a  state.  It  seems 
to  me  it  has  been  demonstrated  over  and  over  again  that  there 
should  be  some  central  direction  in  respect  to  education.  One  of 
the  principal  things,  it  seems  to  me,  is  the  fact  that  all  of  the 
citizens  of  the  state  should  have  equal  advantages  in  respect  to 
education,  and  there  is  no  reason  why  the  communities  with  greater 
wealth  should  not  be  able  to  contribute  something  along  with  those 
who  are  so  unfortunate  as  to  have  been  born  in  the  smaller  com- 
munities, and  who  should  have  somewhere  near  equal  the  educa- 
tional opportunities  of  their  more  fortunate  brothers  and  sisters 
who  were  born  where  there  was  a  greater  amount  of  money.  In 
all  of  those  communities  we  do  not  always  have  an  electorate  that 
is  entirely  sensible,  as  to  what  they  owe  to  themselves  and  pos- 
terity, as  to  how  to  use  the  capital  value  of  their  community.  We 
have  had  many  illustrations  of  that,  which  I  think  the  Indiana 
plan  might  have  obviated  to  a  great  extent.  We  have  found  com- 
munities borrowing  money  on  values  which  were  greatly  in  excess 
of  what  any  one.  thinking  in  terms  of  actual  market  value,  would 
say  that  property  was  worth ;  but  there  has  been  altogether  too 
much  of  an  urge  for  those  people  to  continue  to  borrow  on  things 
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that  did  have  no  value,  and  then  they  have  faced  the  situation 
where  they  could  not  meet  their  obligations.  I  am  ashamed  to  say 
that  we  have  a  community  in  Massachusetts,  a  very  prosperous 
city,  of  many  years  standing,  with  a  value  of  property  more  than 
two  hundred  millions  of  dollars,  that  has  continued  to  spend  money 
with  the  thought  that  the  local  people  knew  more  about  what  they 
were  going  to  do  and  ought  to  do  than  any  one  else  possibly  could 
think  was  good  for  them.  That  is  the  city  of  Fall  River.  Now, 
here  is  a  result  which  I  think  is  very  impressive.  The  city  of 
Fall  River  had  been  borrowing  money,  and  in  my  opinion  had  been 
borrowing  money  freely,  because  the  communities  in  Massachusetts 
had  always  met  with  promptness  their  obligations  as  expressed  by 
their  bonds,  and  because  the  people  thought  all  of  the  bonds  were 
good,  they  continued  to  buy  Fall  River  securities,  when  possibly 
they  were  not  as  good  as  they  ought  to  be.  What  happened?  The 
day  came  when  the  community  had  expended  not  only  all  current 
money,  but  some  twelve  or  thirteen  months  in  advance,  and  they 
could  not  borrow  any  more  money  for  the  reason  that  they  could 
not  get  their  taxes,  and  they  could  not  discharge  or  liquidate  the 
bonds  when  they  came  due.  Xow,  if  that  was  only  a  punishment 
to  that  given  community,  and  it  was  possible  to  say  to  that  given 
community:  "Xow  that  you  got  yourself  into  this  situation,  find 
your  own  way  out,"  perhaps  there  would  not  be  much  complaint; 
but  it  has  operated  exactly  as  an  injured  arm  would  operate  on 
the  body,  or  as  to  the  whole;  it  has  not  only  affected  the  effective- 
ness of  that  particular  part  of  the  body,  but  it  also  has  slowed 
down  and  affected  the  entire  body  itself;  and  while  it  is  not  fair, 
at  the  same  time  the  investing  public  has  looked  with  a  good  deal 
of  care,  at  least,  into  all  of  the  bonds  issued  by  all  of  the  cities 
and  towns  in  Massachusetts,  and  it  has  had  an  effect  on  communi- 
ties, who  could  borrow  money  at  low  rates,  of  being  obliged  to 
pay  more,  because  one  given  community  had  gone  further  than  it 
ought  to  go.  That  is  an  extreme  example  of  a  local  community 
going  ahead  without  any  thought  of  good  government,  and  affect- 
ing in  that  course  these  other  communities  that  wanted  to  have 
good  government.  There  must  be  a  dividing  line;  there  must  be 
certain  things  that  ought  to  be  conceived  of  as  in  relation  to  the 
whole  state  itself,  because  we  are  after  all  one  given  community, 
mily  a  part  of  the  whole.  If  that  is  not  so.  why  isn't  it  wise  to 
take  any  given  city  or  a  given  town  and  say  that  that  city  or  town, 
because  it  has  different  centers  of  population,  should  be  separated, 
so  far  as  certain  activities  were  concerned,  and  let  each  end  of  the 
town  or  each  end  of  the  city,  whether  there  are  a  number  of  ends 
or  not,  conduct  their  own  affairs  in  any  way  they  see  fit?  You 
would  have  exactly  the  same  result  on  the  community  as  you  have 
where  you  think  in  terms  of  the  individual  cities  and  towns  con- 
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ducting  their  own  affairs  in  the  way  they  see  fit,  and  the  resulting 
bad  effect  on  the  community  as  a  whole,  meaning  the  state.  If  you 
can  make  subdivisions,  you  can  make  them  within  a  community 
just  as  well  as  you  can  make  them  within  the  state.  I  think  it 
goes  without  any  controversy  that  the  state  must,  in  general  terms, 
control,  because  it  is  best  for  the  entire  cities  and  towns,  for  cer- 
tain activities,  and  those  certain  activities  may  be  different  in  one 
community  from  what  they  are  in  another.  We  are  probably 
through  experience  working  out  exactly  the  relationship  that  each 
city  and  town  should  bear  to  the  state;  probably  we  are  not  en- 
croaching too  much  upon  local  self-government;  but  I  am  of  the 
opinion  that  local  governments  have  themselves  invited  this  very 
interference  by  the  lack  of  care  which  they  have  exercised  in  lock- 
ing out  for  their  own  affairs.  Before  I  finish  I  want  to  say  that 
I  am  very  glad  that  we  still  have  in  Virginia  that  very  delightful 
gentleman,  who  is  a  friend  of  us  all,  who  has  made  this  great 
sacrifice,  and  brought  Virginia  up  where  it  ought  to  be — our  good 
friend  Morrissett.  I  know  he  agrees  with  me  that  there  is  a  cer- 
tain limit  to  which  local  self-government  should  go;  and  that  the 
state,  under  his  able  direction,  should  have  control  over  the  major 
operations  of  all  the  cities  and  towns,  and  that  the  minor  opera- 
tions can  well  be  referred  to  the  local  municipalities. 

M.  H.  Hunter  (Illinois)  :  I  would  like  to  ask  Mr.  Long  a  ques- 
tion. He  made  the  statement,  as  I  get  it.  that  we  cannot  consider 
the  individual  political  unit  except  as  it  is  related  to  the  larger 
unit,  that  it  is  the  whole  rather  than  the  part  in  which  we  are 
concerned.  I  wonder  how  large  a  whole  he  is  willing  to  consider. 
Besides  the  smaller  political  units  in  the  state,  we  have  forty-eight 
commonwealths  and  the  federal  union.  He  made  the  statement  that 
just  because  a  youngster  happens  to  be  born  in  a  poor  community 
he  ought  not  to  be  penalized,  but  that  the  better  communities  of 
the  state  ought  to  subsidize  his  education.  So  far,  so  good.  Just 
for  purposes  of  comparison — this  may  not  bear  it  out — let  us  say 
Massachusetts  and  Tennessee.  We  have  very  much  less  ability  to 
support  education  in  Tennessee  than  in  Massachusetts.  Now,  what 
is  he  going  to  do  with  the  poorer  children  in  the  separate  states 
rather  than  the  poorer  communities  within  a  commonwealth? 

Henry  F.  Long:  Of  course,  that  is  a  very  good  question,  and 
it  is  one  of  the  real  problems  that  we  have.  I  think  the  northern 
states  generally,  or  some  of  the  states — perhaps  we  should  not  call 
them  northern  states,  but  some  of  the  wealthier  states,  both  north 
and  south — have  been  contributing  very  liberally  for  these  partic- 
ular unfortunates  that  the  professor  calls  attention  to.  I  am  dis- 
posed to  think  that  certain  states  of  the  Union  find  a  uniformity 
of  interest;  and  I  think  we  in  Xew  England  think  in  terms  of  Xew 
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England  as  a  single  unit;  and  just  how  far  we  should  go  in  the 
spreading  of  this  educational  burden,  I  do  not  know,  but  at  least 
we  ought  to  control  it  within  our  local  community.  I  cannot 
answer  the  question  that  the  professor  has  put  by  saying  that  we 
should  not  contribute  unless  we  demand  that  these  poorer  com- 
munities come  up  to  the  requirements,  or  to  answer  it  by  saying 
that  the  state  has  an  obligation  within  its  own  borders  to  take  care 
of  its  entire  citizenship ;  but  I  can  best  express  it,  I  think,  by  the 
fact  that  if  the  community  is  well  to  do,  we  can  liken  it  to  a  stone 
of  substantial  dimensions  which  is  thrown  into  the  water,  which 
causes  a  very  substantial  splash  and  ripple  right  near  where  the 
stone  is  thrown  in,  and  gradually  fades  out  as  you  go  further  away 
fr*m  the  center;  and  that  is  what  we  are  undertaking  to  do. 

Milbank  Johnson  (California)  :  I  think  that  there  is  a  feature 
or  phase  of  this  taxpayers'  association  work  that  has  not  been 
touched  upon.  I  think  every  one  will  acknowledge,  even  the  tax- 
payers' associations,  that  it  is  the  true  function  of  government  to 
so  conduct  its  affairs  and  to  so  keep  its  accounts  that  the  people 
may  at  all  times  be  advised  as  to  their  own  financial  condition ; 
but,  I  think  many  people  seem  to  overlook  the  fact  that  we  are 
trying  very  hard  to  be  a  democracy  instead  of  a  republic;  I  think 
they  are  overlooking  the  fact  that  our  officials  are  constantly 
changing,  and  that  they  are  being  constantly  selected  by  virtue  of 
the  number  of  votes  that  they  control,  or  the  party  contributions 
that  they  can  make  rather  than  for  their  special  fitness  for  office. 
I  presume  in  old  communities  like  Massachusetts  they  have  their 
elections,  and  their  officers  are  so  thoroughly  trained  that  they  do 
not  need  any  assistance  from  the  outside.  What  we  have  tried  to 
do  in  the  west,  where  these  taxpayers'  associations  are  probably 
more  prevalent  than  elsewhere,  and  where  the  need  for  them  is 
probably  greater  than  it  is  in  the  east,  to  focus  upon  governmental 
questions  the  entire  technical  skill  of  the  industrial  part  of  our 
community.  In  other  words,  in  our  association,  which  has  many 
large  companies  and  corporations  who  are  members,  we  can  call 
upon  any  technicians  in  those  corporations  and  bring  their  skill 
and  experience  to  bear  upon  these  governmental  problems.  We  feel 
that  is  a  contribution  that  we  are  making  to  our  state,  recognizing 
the  inexperience  and  frequently  incompetence  of  the  elected  official. 

The  elected  official  is  a  passing  affair.  He  does  not  stay  put. 
Frequently  he  gets  out  because  he  cannot  get  back  in.  But  once 
in  a  while  the  people  realize  that  he  is  inefficient,  and  they  want 
to  try  some  one  else,  and  they  will  again  select  some  one  equally 
inefficient. 

The  taxpayers'  associations,  being  made  up  of  the  taxpayers  who 
are  fixtures  in  their  communities,  are  functioning  year  in  and  year 
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out  through  one  administration  after  the  other,  and  we  hope  to  be 
able  to  extend  to  our  public  subdivisions  that  expert  assistance  that 
any  business  would  require.  I  cannot  imagine  any  large  corpora- 
tion being  run  on  the  same  principles  as  our  municipal  and  other 
public  corporations  are  run.  They  have  no  continuity  of  service; 
and  while  we  do  have  a  few  faithful  clerks  that  stay  over  through 
the  action  of  civil  service,  still  after  all  it  is  in  a  flux,  and  con- 
stantly moving.  If  the  Democrats  are  in,  they  have  one  kind  of 
people,  and  if  the  Republicans  are  in,  they  have  the  others.  We 
always  have  the  ins  versus  the  outs;  but  the  old  taxpayers'  in- 
terests are  always  the  same;  and  it  does  not  make  any  difference, 
whatever  the  party  is  we  want  the  government  to  run  with  the 
same  degree  of  efficiency  with  which  private  affairs  are  run. 

I  think  I  heard  Mr.  Long  say  that  he  had  great  faith  in  the 
efficiency  of  public  officials.  That  may  be  true  in  his  state.  Now, 
we  have  had  opportunity  to  examine  into  the  hundreds  and  hun- 
dreds of  public  subdivisions,  and  I  do  not  find  a  great  deal  of 
graft  or  stealing  or  criminality,  but  the  besetting  sin  in  our  country 
is  ignorance  amongst  public  officials,  and  you  cannot  expect  to  get 
it  in  any  new  country  in  any  other  way.  I  have  found  that  through 
the  action  of  the  taxpayers'  associations  we  have  been  able  to  urge 
upon  the  different  municipalities  and  counties  the  employment  of 
competent  people,  and  we  are  getting  a  class  of  officials  in  our 
state  and  local  governments  that  are  in  the  future  going  to  be 
able  to  contribute  some  of  the  skill  and  experience  that  is  neces- 
sary in  these  things.  I  think  we  ought  to  look  upon  the  taxpayers' 
associations,  and  I  believe  the  officers  in  our  state  and  counties 
and  cities  are  looking  upon  them,  as  an  assistance,  an  ally  to  these 
public  officials  that  are  thrust  into  office  with  no  experience  what- 
ever; and  they  are  very  glad  to  have  some  haven  of  resort  where 
they  feel  they  can  get  an  absolutely  impartial  factual  report  upon 
these  things  and  advice  in  the  handling  of  large  affairs.  I  think 
that  is  going  to  be  the  principal  function  of  the  taxpayers'  asso- 
ciations, that  the  factual  findings,  the  comparative  studies,  the 
advice  that  can  be  given  by  the  technician  will  inevitably  result  in 
an  improved  administration. 

Chairman  Blakey  :  Mr.  Long  made  one  statement  that  I  think 
needs  emphasis,  and  that  is  the  relation  of  the  localities  to  the  state. 
He  mentioned  the  Fall  River  experience,  over-borrowing.  I  think, 
with  the  times,  that  that  is  going  to  be  a  very  serious  problem ;  in 
fact,  it  is  already  a  serious  problem  in  some  of  the  states.  Where 
there  is  so  much  tax  delinquency  and  such  heavy  debts,  the  locali- 
ties are  in  a  position  not  only  to  ruin  their  own  credit  but  they  are 
in  position  to  ruin  the  credit  of  all  the  rest  of  the  communities  in 
the  state,  and  the  state's  credit;  and  I  don't  have  to  go  a  thousand 
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miles  from  my  home  to  find  such  a  situation ;  and  there  are  other 
states  in  a  similar  situation.  I  doubt  if  the  eastern  states  have 
anything  like  as  serious  a  situation  as  some  of  us  do.  It  is  a  very 
serious  situation;  in  fact,  our  legislature  has  gone  to  the  rescue  of 
some  of  these  communities,  partly,  I  would  guess,  to  protect  the 
rest  of  the  units  in  the  state  as  well  as  the  state ;  and  they  are  going 
to  have  to  do  much  more  if  that  credit  is  not  going  to  suffer. 

R.  F.  Asplund  (New  Mexico)  :  Following  what  has  been  said 
about  the  manner  in  which  the  local  officials  have  received  assist- 
ance from  the  taxpayers'  associations,  we  have  found  in  New 
Mexico  that  the  efforts  of  the  representatives  of  the  State  Tax 
Commission,  which  has  supervision  of  budgets  in  our  state,  and  the 
state  comptroller,  who  has  supervision  over  the  expenditures  under 
those  budgets,  are  welcomed  by  the  local  officials.  The  law  that 
we  have  for  budget  making  and  budget  control  has  been  in  exist- 
ence since  1921,  and  there  has  been  no  effort  whatever  to  repeal 
the  law.  Now,  that  law  was  passed  by  the  representatives  of  the 
people,  representatives  from  the  cities  and  the  rural  communities 
of  the  state.  They  seem  to  find  an  assurance  and  a  protection  in 
the  fact  that  they  have  this  assistance  available  from  the  state. 
There  are  those  in  this  audience  who  have  been  in  New  Mexico 
and  know  some  of  the  conditions  which  make  it  necessary  for  us 
to  have  state  supervision.  I  do  not  want  to  go  into  those  condi- 
tions. We  have  officers  elected  in  our  county  for  two  years;  they 
are  limited  to  two  terms ;  the  officers  are  constantly  changing.  In 
very  few  counties  are  men  elected  who  have  had  any  experience 
whatever  in  conducting  public  affairs;  and  rather  than  let  the  tax- 
payers of  those  communities  suffer,  while  they  are  learning  this 
difficult  matter  of  self-government,  the  state  steps  in  as  a  parent, 
trying  to  give  the  children  such  instructions  as  will  eventually  lead 
them  to  be  independent  of  the  state.  In  other  words,  we  hope  that 
during  these  years  there  will  be  a  development  of  self-control. 
I  assume  that  in  Virginia  that  ability  exists.  I  am  led  to  believe 
that  from  the  fact  that  they  have  the  league  of  municipalities, 
under  the  direction  of  an  able  executive  secretary  they  have  de- 
veloped this  ability  of  self-control.  Now,  we  are  having  some  of 
those  communities  in  New  Mexico.  There  are  counties  and  cities 
where  the  state  has  nothing  to  do.  When  they  call  for  the  annual 
budget,  they  are  sent  in  by  the  cities  or  by  the  certain  counties, 
and  there  is  no  change  whatever.  There  are  communities  increas- 
ing in  number,  which  seem  to  be  able  to  manage  their  affairs. 
Now,  if  we  had  large  cities  it  might  be  a  different  matter.  We 
might  simply  say  to  such  cities  that  they  can  stew  in  their  own 
home-brew;  but  we  have  no  such  large  cities.  Our  largest  city 
has  onlv  thirty  thousand  inhabitants;  and  we  have  found  that  these 
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communities  welcome  the  advice  and  the  assistance  of  the  men 
who  are  sent  down  from  the  state  capitol.  It  must  be  remembered, 
too,  that  in  New  Mexico  we  have  no  merit  system  of  appointment 
to  office,  no  supervision  of  personnel,  and  it  is  necessary  for  such 
agencies  of  the  state  as  have  a  degree  of  competency  and  efficiency 
to  assist  these  communities  in  developing  ability  to  control  them- 
selves and  to  manage  their  own  affairs. 

Rolland  A.  Vandegrift  (California)  :  One  thing  I  am  struck 
with  in  the  matter  of  local  communities  getting  into  difficulty  over 
bond  issues  and  debts  is  the  fact  that  they  usually  try  to  correct 
the  situation  after  they  have  gotten  into  trouble,  and  use  very  little 
preventative  medicine.  I  had  the  pleasure  of  being  in  West  Vir- 
ginia a  few  days  ago,  and  encountered  a  very  interesting  survey 
made  by  the  chairman  of  this  evening's  meeting,  that  appeared  to 
me  to  have  possibilities.  One  reason  why  it  struck  me  as  being 
particularly  useful  at  this  time  is  because  in  California  and  in 
Utah,  and  a  number  of  the  western  states,  in  recent  years  we  have 
gotten  into  difficulties  over  irrigation  district  bond  issues,  so  bad 
that  in  many  places  there  is  practically  no  market  for  such  bonds. 
That  in  turn  is  detrimental  to  the  agriculturist,  and  it  is  very  hard 
on  the  holders  of  these  bonds.  It  appears  to  me  that  this  bond 
commission  they  have  in  West  Virginia  would  do  much  to  solve 
the  question. 

In  California  in  the  last  session  of  the  legislature  we  had  to 
virtually  provide  for  a  receivership  for  irrigation  districts  so  that 
they  might  refinance  themselves.  I  had  public  news  today  chat 
three  districts  have  been  refinanced. 

I  would  like  to  ask  the  chairman  to  explain  that  commission,  if 
the  audience  is  interested,  because  it  to  me  presents  a  very  in- 
teresting way  of  keeping  down  rates  of  interest  for  local  communi- 
ties, and  also  keeping  them  out  of  trouble  before  they  get  into  the 
place  of  trying  to  cure  them  after  they  get  into  difficulty. 

Chairman  Blakey  :  I  don't  know  whether  the  audience  wants 
to  take  the  time  for  that  or  not.  There  are  a  number  who  are 
sifting  out,  and  before  more  go  I  want  to  make  an  announcement, 
because  there  may  be  some  who  ought  to  hear  this  announcement. 
I  am  requested  to  announce  that  the  New  York  delegation  will 
meet  in  the  corner  of  this  room  immediately  after  the  close  of  the 
session. 

Xow,  Mr.  Vandegrift  has  asked  me  to  explain  the  provision  of 
the  West  Virginia  law  about  the  control  of  bond  issues.  I  will 
take  just  a  minute  or  two  to  give  you  the  main  idea  of  it  and  not 
go  into  any  detail.  As  I  understand,  along  about  1921  or  there- 
abouts, when  we  were  in  another  depression,  or  mild  boom  if  you 
want  to  call  it  that,   a  good  many  of  these  local  units  in   West 
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Virginia  were  having  a  great  deal  of  difficulty  in  borrowing  money. 
They  were  limited  by  law.  They  could  not  sell  these  bonds  at  less 
than  par,  as  I  recall ;  and  they  were  limited  as  to  the  rate  of  in- 
terest; they  just  could  not  sell  them;  so  the  chief  accountant,  Mr. 
Dover,  who  was  imported  into  West  Virginia  some  twenty  years 
ago  from  Ohio,  proposed  that  the  state  or  a  commission  of  the 
state  should  take  over  the  administration  of  these  bond  issues  that 
were  issued  by  local  government,  and  see  that  they  were  admin- 
istered according  to  the  terms  of  the  bonds;  in  other  words,  if  the 
sinking  fund  payments  could  not  be  met  or  if  there  would  be  any 
question  of  their  being  paid  when  they  came  due,  tax  provision 
would  have  to  be  made  to  meet  those  bonds  and  interest  when  they 
came  due.  In  other  words,  it  was  virtually  state  administration  of 
these  bonds,  when  they  were  issued,  the  state  guaranteed  that  they 
would  be  paid,  that  provisions  for  meeting  them  would  be  made. 
That  is  the  essence  of  the  thing.  I  don't  know  that  West  Virginia 
is  unique  in  that.  I  think  there  are  a  few  other  states  that  have 
something  like  that  provision. 

Franklin  S.  Edmonds  (Pennsylvania)  :  Is  that  optional  or 
compulsory? 

Chairman  Blakey:  It  is  compulsory,  largely.  If  they  issue 
these  bonds,  then  automatically  the  state  commission  carries  out  the 
provision,  supervises  that,  so  the  interest  and  the  principal  will  be 
met  as  it  comes  due,  and  any  buyer  of  these  bonds  can  know  that 
some  obscure  county  or  school  district,  or  what  not,  won't  default. 
They  have  the  management  of  the  state  back  of  them. 

It  is  past  10:30,  and  if  there  is  no  one  else  who  wishes  to  dis- 
cuss this,  I  will  entertain  a  motion  to  adjourn. 

Philip  H.  Zoercher:  Move  we  adjourn. 

(Motion  duly  seconded.) 

Chairman  Blakey  :  If  there  is  no  objection,  we  will  adjourn. 

(Thereupon  an  adjournment  was  taken  to  Thursdav.  October  15, 
1931,  at  9:30  A.  M.) 


EIGHTH  SESSION 

Thursday,  October  15,  1931,  9:30  A.  M. 

Chairman  Smith  :  The  conference  will  please  come  to  order. 
The  secretary  will  make  an  announcement  before  we  proceed  with 
the  regular  program. 

Secretary  Query  :  I  wish  to  announce  again  that  the  executive 
committee  of  the  National  Tax  Association  is  called  to  meet  this 
morning  in  the  headquarters  room,  just  to  the  rear  of  the  regis- 
tration desk,  immediately  after  the  adjournment  of  this  session. 
This  is  a  most  important  meeting  and  we  hope  that  every  member 
of  the  executive  committee  will  attend  the  meeting. 

The  entertainment  committee  asked  me  to  announce  again  that 
the  automobiles  to  be  provided  for  the  ride  to  Stone  Mountain  will 
be  at  the  West  Peachtree  entrance  to  the  hotel  at  two  o'clock. 
There  seems  to  be  some  misunderstanding  as  to  this  trip,  especially 
as  to  the  return  hour.  The  trip  will  be  two  and  one-half  hours 
long,  putting  you  back  here  at  4 :  30,  in  time  to  fill  dinner  en- 
gagements. 

I  wish  to  call  your  attention  again  to  the  entertainment  here  in 
this  room  at  8 :  30  this  evening  by  the  choir  of  the  Big  Bethel 
Methodist  Church,  colored,  which  will  sing  Xegro  spirituals. 

Chairman  Smith  :  One  of  the  men  who  has  given  the  National 
Tax  Association  much  help  and  has  materially  aided  in  facilitating 
the  work  of  this  conference  has  been  Mr.  Henry  Long  of  Massa- 
chusetts. We  are  very  much  honored  in  having  Mr.  Long  preside 
at  this  morning's  session  of  your  conference — Mr.  Long. 

Henry  F.  Long,  presiding. 

Chairman  Long:  Mr.  President,  Mr.  Secretary  and  Friends  of 
the  Conference:  It  is  very  pleasant  to  have  an  introduction  such 
as  our  good  friend,  the  president,  has  given  to  me.  As  a  matter 
of  fact,  I  have  got  a  lot  more  out  of  the  conferences  than  I  have 
ever  put  into  them.  There  never  has  been  a  single  tax  conference 
that  I  have  not  gone  back  home  with  a  feeling  of  having  obtained 
a  very  great  deal  of  information,  and  I  am  certain  that  I  express 
the  opinion  of  all  of  the  other  persons  who  attend  the  conference 
in  that  respect.  I  wish  that  there  were  more  people  in  the  room 
before   we   start  the  proceedings   this  morning,   because   it   is   un- 
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fortunate  if  we  do  not  have  a  goodly  number,  and  Mr.  Query  is 
going  out  to  try  to  drive  in  the  few  remaining  members  that  haven't 
got  here,  and  with  the  permission  of  your  president,  and  with  your 
kind  indulgence,  I  am  going  to  tell  you  a  story  that  hasn't  any 
relation  whatever  to  taxes,  if  you  won't  feel  like  shooting  at  the 
presiding  officer  for  detracting  from  the  dignity  and  standards  of 
these  proceedings. 

Of  course,  every  tax  man  occasionally  has  an  invitation  to  speak 
to  gatherings,  and  he  learns,  after  speaking  in  several  gatherings, 
that  there  is  a  similarity  between  gatherings,  and  that  there  is  also 
a  great  dissimilarity  between  them,  but  probably  one  of  the  most 
unique  experiences  I  have  had  was  speaking  to  one  of  our  insti- 
tutional groups.  Massachusetts,  like  many  other  states  of  the 
Union,  through  its  boards  of  supervision  of  mental  diseases,  has 
undertaken  to  cure  those  suffering  from  mental  diseases  in  a  way 
which  would  permit  them  to  again  be  restored  to  society  as  useful 
citizens,  and  in  the  process  of  that  restoration  in  the  convalescing 
patients,  the  mental  disease  department  suggested  various  enter- 
tainments which  would  undertake  to  show  just  how  far  advanced 
in  recovery  the  persons  suffering  with  these  mental  diseases  had 
progressed.  I  was  asked  by  the  superintendent  of  one  of  the  hos- 
pitals to  speak  to  one  of  these  gatherings,  and  I  told  him  I  could 
not  speak  on  anything  except  taxes,  and  that  is  what  he  said  he 
wanted  me  to  speak  on.  I  went  to  this  gathering  and  some  hun- 
dred of  these  convalescing  mentally  diseased  persons  were  gathered, 
and  there  was  complete  silence.  I  was  introduced  and  started  to 
speak  on  taxes,  and  had  not  spoken  but  a  very  few  minutes  when 
some  one  in  the  back  of  the  room  said  "  rotten  '".  Like  all  the  tax 
men,  I  was  not  very  greatly  disturbed,  because  that  is  the  kind  of 
response  I  ordinarily  expect  to  get;  so  I  continued  for  a  while 
further;  and  he  again  said  ''rotten  ".  I  then  turned  to  the  super- 
intendent and  I  said.  "  I  am  afraid  I  am  not  doing  you  any  good, 
and  perhaps  I'd  better  stop."  He  said,  "  Xo,  you  are  doing  a  great 
deal  of  good,  because  that  man  has  been  here  three  months,  and 
that  is  the  first  sign  of  intelligence  he  has  shown." 

We  are  very  greatly  favored  this  morning  by  having  a  program 
which,  when  you  have  finished  with  it,  I  think  you  will  feel  has 
been  the  most  instructive  and  helpful  program  that  has  come  out 
of  this  very  helpful  conference;  and  we  are  going  to  have  the 
pleasure  of  hearing  a  very  interesting  subject,  described  as  "  Re- 
lief, Reform,  Revision,  Reduction,  by  Doctor  Eric  Englund,  Assist- 
ant Chief,  Bureau  of  Agricultural  Economics,  United  States  De- 
partment of  Agriculture.  Will  Doctor  Englund  come  to  the 
platform. 
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RELIEF,  REFORM,  REVISION,  REDUCTION 

ERIC    ENGLUND 

Assistant  Chief,  Bureau  of  Agricultural  Economics, 
U.  S.  Department  of  Agriculture 

The  program  committee  asked  me  to  discuss  the  tax  situation  as 
it  affects  both  taxpayers  and  tax  reformers,  recognizing-  that  most 
citizens  want  to  maintain  our  standards  of  public  service  and  re- 
membering that,  unfortunately,  many  want  to  do  so  merely  by 
"  taxing  the  other  fellow."  From  the  beginning  it  was  apparent 
that  it  would  be  necessary  to  deal  with  this  broad  assignment  in 
general  terms,  and  that  there  was  danger  of  presenting  mere  gen- 
eralities, a  danger  that  became  more  evident  in  the  attempt  to  write 
the  paper. 

Realizing  that  the  assignment  could  be  handled  much  better  by 
an  experienced  tax  administrator  or  by  an  older  student  of  taxa- 
tion who  has  to  his  credit  many  years  of  productive  study  of  the 
subject,  including  at  least  an  occasional  contact  with  the  practical 
conflict  of  "  tax  reform,"  I  accepted  the  invitation  with  misgivings, 
and  suggested  the  title,  "  Tax  Reformers'  Need  for  Introspection." 
This  was  thought  too  scholastic,  and  "  Relief,  Reform,  Revision, 
Reduction  "  was  substituted. 

While  I  am  in  no  sense  a  business  prophet  and  could  not  even 
attempt  to  predict  the  duration  of  the  depression  or  the  course  of 
the  general  price  level  in  the  next  several  years,  I  believe  a  pro- 
found change  is  imminent  in  public  opinion  relative  to  expendi- 
tures and  taxation.  If  the  forces  that  have  brought  about  the 
world-wide  depression  should  defy  efforts  for  speedy  and  complete 
recovery  and  if  prices  in  general  should  remain  near  their  present 
level  for  a  considerable  period  or  decline  further,  it  seems  certain 
that  this  reversal  of  public  opinion  will  cause  material  reduction  in 
public  expenditures. 

In  the  farming  areas,  where  I  know  conditions  better  than  else- 
where, a  substantial  proportion  of  the  farmers  will  have  very 
serious  difficulty  in  paying  taxes  in  the  next  few  years,  especially 
in  the  more  unfortunate  sections  where  many  will  be  wholly  un- 
able to  pay,  unless  there  should  be  an  early  and  very  substantial 
recovery  in  agricultural  prices  and  income.  A  brief  mention  of  a 
few  general  data,  already  known  to  most  of  you,  will  serve  to 
emphasize  this  point.  Estimated  taxes  per  acre  of  farm  real  estate 
last  year  averaged  approximately  150  per  cent  above  the  taxes  in 
1913.  Prices  received  by  farmers  for  their  products  last  year  were 
only  17  per  cent  above  the  prewar  level  and  had  declined  to  28 
per  cent  below  that  level  by  September  of  this  year.  Meanwhile 
prices  of  goods  bought  by  farmers  in  1930  were  46  per  cent  and 
in  September  of  this  year  27  per  cent  above  prewar  prices. 
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Estimated  gross  cash  returns  from  the  sale  of  crops,  livestock 
and  livestock  products,  declined  about  23  per  cent  from  1929  to 
1930,  and  declined  further  in  the  past  year  with  the  fall  in  prices. 
The  average  value  per  acre  of  ten  leading  crops,  representing  about 
96  per  cent  of  the  total  area  in  field  crops,  was  in  the  past  three 
years  only  about  10  per  cent  above  their  average  value  in  the  three 
years  1913  to  1915.  Last  year's  gross  returns  per  acre  were  13.5 
per  cent  lower  than  in  1914  while  taxes  per  acre,  as  noted,  were 
about  150  per  cent  higher. 

Studies  in  several  states  from  1922  to  1927  showed  that  real 
estate  taxes  took  an  average  of  about  one-third  of  the  net  rent  of 
farms.  Judging  by  the  trends  of  farm  prices  and  of  farm  taxes 
since  that  period,  the  ratio  of  taxes  to  net  rent  in  the  past  year. 
no  doubt,  was  much  higher,  taxes  probably  absorbing  the  whole  rent 
in  the  case  of  a  substantial  portion  of  the  farms  —  especially  in 
regions  of  higher  tax  levies.  Because  of  declining  land  values  and 
rising  taxes  the  estimated  average  tax  rate  on  $100  full  valuation 
of  farm  real  estate  increased  from  $1.22  in  1924  to  about  $1.50  in 
1930,  the  latter  figure  representing  an  increase  of  about  120  per 
cent  above  the  estimated  rate  in  1913.  In  view  of  these  figures, 
supplementing  other  evidence  of  financial  distress  in  the  farming 
sections,  it  appears  certain  that  public  demand  for  curtailment  of 
expenditures  will  be  more  powerful  in  the  near  future  than  at  any 
time  for  many  years,  especially  since  urban  taxpayers  will  feel  the 
weight  of  taxes  more  acutely  as  a  result  of  reduced  prices  and 
diminished  income. 

All  expenditures  within  a  given  local  community  are  not  subject 
to  control  by  the  taxpayers  or  even  by  the  voters  of  that  com- 
munity. State  laws  compel  or  encourage  a  substantial  part  of  the 
local  levies.  Broadly  speaking,  however,  and  aside  from  the  in- 
crease in  taxes  resulting  from  higher  prices  of  goods  and  services 
bought  with  the  taxpayer's  money,  taxes  have  risen  mainly  because 
we  citizens  have  demanded  that  government  provide  for  us  more 
improvements  and  more  services.  Studies  of  the  functional  distri- 
bution of  farm  taxes  in  some  sections  indicate  that  approximately 
one-half  of  the  increase  in  taxes  on  farm  property  since  the  pre- 
war years  is  due  to  increased  expenditures  for  education,  and  about 
one-fourth  to  increased  expenditures  for  roads. 

Within  the  means  provided  by  our  form  of  government  for  the 
expression  of  public  opinion,  the  people  have  chosen  to  spend  an 
increasing  share  of  their  income  for  purposes  which  they  deem 
worth  while  even  in  preference  to  lower  taxes.  It  would  be  haz- 
ardous to  pass  judgment  upon  the  wisdom  of  this.  As  individuals 
we  may  believe  some  or  even  most  of  the  increase  in  expenditures 
unwise.  But  who  knows  that  the  increased  expenditures  for  these 
improvements  and  services  have  not  been   worth   while,   that  they 
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have  been  less  conducive  to  the  welfare  of  the  people  than  if  the 
funds  had  been  left  with  the  taxpayer  to  be  spent  by  him  privately  ? 

The  belief  that  we  are  facing  a  reversal  in  dominant  public 
opinion  relative  to  expenditures  may  seem  inconsistent  with  the 
fact  that  reduction  has  been  demanded  all  these  years,  while  ex- 
penditures and  taxes  have  been  steadily  rising.  Candidates  often 
have  been  chosen  for  public  office  on  tax-reduction  platforms.  In 
the  majority  of  cases,  I  believe,  the  promises  for  tax  reduction 
have  been  made  sincerely  and  with  determination  to  put  them  into 
effect.  But  when  these  men  have  tried  to  carry  out  their  promises 
the  citizens  often  have  resolved  themselves  into  larger  or  smaller 
groups  demanding  this  or  that  improvement  or  service,  with  the 
result  that  many  officials  who  have  tried  earnestly  to  check  expen- 
ditures by  curtailing  some  activity  or  by  resisting  the  demand  for 
new  improvements  and  services,  often  have  been  dubbed  "  unpro- 
gressive  "  or  "  penny  wise  and  pound  foolish."  Thus,  the  strength 
of  the  general  popularity  of  tax  reduction  has  been  no  match 
against  the  aggregate  strength  of  the  demands  for  particular  im- 
provements and  services.  Consequently,  taxes  have  continued  to 
rise  despite  promises  to  check  them. 

While  state  and  local  expenditures  have  increased  rapidly,  we 
have  relied  upon  a  system  of  taxation  which  even  in  the  face  of 
far-reaching  economic  change  has  undergone  comparatively  little 
fundamental  revision.  This  has  been  pointed  out  so  often  before 
this  body  and  elsewhere  that  no  emphasis  will  be  put  upon  it  here 
except  to  reaffirm  the  conviction  that  a  disproportionate  and  un- 
fair share  of  the  cost  of  state  and  local  government  has  been  put 
on  tangible  property,  particularly  on  farms  and  homes,  as  a  com- 
bined result  of  a  rapid  increase  in  expenditures  and  an  excessive 
reliance  on  the  general  property  tax.  Moreover,  the  extreme  rigid- 
ity of  this  tax  and  the  unrelenting  certainty  with  which  it  falls 
on  the  agricultural  classes  especially  in  years  of  little  or  no  net 
cash  income,  have  created  a  serious  and  even  a  desperate  situation 
in  many  agricultural  communities.  Evidence  of  this  is  found  in 
delinquent  taxes  and  tax  sales. 

In  the  recent  period  of  rapidly  increasing  expenditures  and 
severe  strain  on  the  tax  system,  there  has  been  no  dearth  of  tax 
reformers,  revisers  and  reducers.  Among  these  are  the  ultra- 
conservatives  who  have  insisted  that  reduction  in  total  expendi- 
tures is  the  only  thing  worth  attempting  along  with  efforts  to  mend 
the  property  tax  here  or  there,  and  that  new  taxes  to  replace  a 
part  of  the  general  property  levy  would  mean  only  an  increase  in 
total  expenditures  by  the  amount  of  the  new  revenue,  thus  yielding 
no  relief  to  any  taxpayer. 

On  the  opposite  side  are  the  radical  elements  who  clamor  for 
increased  expenditures  for  all  sorts  of  improvements,  services,  and 
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reform  movements.  Aside  from  the  desire  for  more  money  to 
spend,  they  see  in  various  tax  devices  powerful  means  of  reshaping 
the  economic  order.     By  implication  their  motto  is  "  soak  the  rich." 

Another  class  of  tax  revisers  includes  the  group  advocates,  the 
sentatives  of  class  interests.  Their  support  of  or  opposition 
to  change  is  based  on  conflict  of  interests.  Among  them  we  are 
most  likely  to  find  the  art  of  advocacy  highly  developed.  For  them 
there  is  a  large  and,  within  limits,  an  honorable  place  in  tax  re- 
vision so  long  as  revision  is  achieved  by  compromises  among  con- 
flicting groups — and  this  will  be  the  case,  more  or  less,  for  a  long 
time.  The  central  idea  of  the  extremists  among  them,  seems  to  be 
that  almost  any  tax  is  a  good  tax  if  it  can  be  made  to  fall  on  "  the 
other  fellow.'' 

Finally,  we  have  the  students  of  taxation  who  try  to  be  scientific- 
minded.  They  see  in  each  of  the  other  three  groups  something 
useful  or  at  worst  inescapable.  Often,  however,  they  assume  a 
position  of  aloofness  from  which  to  survey  and  judge  the  conflict 
of  actors  on  the  stage  below.  If  by  objective  inquiry  they  come 
to  the  conclusion  that  the  economic  effect  of  some  particular  tax 
is  bad  or  that  some  group  is  relatively  overtaxed  they,  too,  may 
properly  become  makers  and  even  advocates  of  plans  for  solving 
the  problem.  Once  started  on  that  road,  they  may  s*on  reach  a 
crisis  in  their  efforts  to  preserve  scientific  objectivity.  Fortunately 
there  is  in  this  Association  the  corrective  influence  of  a  varied 
membership,  affording  opportunity  for  men  of  different  opinions 
and  interests  to  meet  and  to  wrestle  with  real  problems  in  a  field 
of  common  concern. 

It  appears  to  be  generally  agreed  that  we  are  facing  unusually 
serious  problems  growing  out  of  the  decline  in  prices  and  the 
world-wide  depression,  both  preceded  by  a  period  of  rapid  increase 
in  taxes  and  in  bonded  debt. 

What  lines  of  action  should  we  as  students  of  these  problems 
recommend  to  meet  the  demands  for  "  relief,  reform,  revision  and 
reduction  "  with  the  least  possible  sacrifice  of  standards  and  with- 
out allowing  tax  revision  to  degenerate  into  a  mere  parrying  for 
advantage  in  a  game  of  putting  the  tax  on  "the  other  fellow"? 
Obviously,  I  cannot  answer  this  question  beyond  a  brief  expression 
of  personal  views.  These  views  depend  in  part  on  the  definite 
belief  that  when  the  present  depression  shall  have  come  to  an  end. 
as  I  believe  it  surely  will,  and  when  its  effects  shall  have  been 
largely  mended  or  forgotten  in  another  period  of  reasonably  gen- 
eral prosperity,  dominant  public  opinion  again  will  change,  from 
retrenchment  to  expansion  in  public  expenditures. 

Our  task  as  students  of  taxation  now  is  three-fold:  First,  to 
formulate  general  and  particular  plans  for  reducing  total  expendi- 
tures  with  the  least  possible  injury  to  essential   services;   second. 
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to  develop  plans  for  improvement  in  the  administration  of  existing 
laws;  and,  third,  to  propose  tax  revision  for  simplification  where 
possible,  for  adequacy  where  necessary,  and  for  fairness  where  the 
present  system  distributes  tax  burdens  unjustly.  Any  attempts  at 
tax  revision  should  recognize  that  when  the  urge  for  retrenchment 
shall  have  been  relaxed  and  forces  for  increased  expenditures  again 
shall  have  become  dominant,  the  fundamental  need  for  economy 
and  for  resistance  to  sporadic  and  ill-conceived  expansion  of  ex- 
penditures will  be  as  urgent  as  now.  In  formulating  any  program 
of  revision,  determined  effort  should  be  made  to  provide  effective 
checks  as  a  part  of  the  fiscal  system  itself. 

The  retrenchment  in  state  and  local  expenditures,  which  I  be- 
lieve public  opinion  will  insist  upon,  probably  will  be  achieved  in 
three  ways:  through  the  increase  in  the  purchasing  power  of  the 
dollar,  although  adjustments  on  this  account  will  lag  as  they  did 
when  the  value  of  the  dollar  was  declining;  by  the  reduction  of 
waste  and  inefficiency;  and  by  the  curtailment  of  less  essential 
service. 

Obviously,  no  specific  and  detailed  program  for  curtailment  can 
be  devised  to  fit  all  states  and  communities.  Budgetary  control  and 
other  devices  concerning  which  we  learned  a  great  deal  from  yester- 
day's program,  should  be  particularly  promising  now  when  public 
opinion  seems  to  be  more  favorable  to  control  of  expenditures. 
Internal  reorganization,  consolidation,  and  even  elimination  of 
some  local  governmental  units  also  should  prove  helpful,  as  would 
coordination  and  reallocation  of  functions.  Organized  effort  by  the 
more  responsible  elements  in  each  community  should  accomplish 
much  in  selecting  for  curtailment  those  services  and  improvements 
which  can  be  postponed  with  least  injury  to  the  general  standard 
of  public  service. 

Actual  adoption  of  these  improvements  depends  on  public  opinion. 
What  is  needed  now  is  careful  and  detailed  research  to  show  con- 
vincingly the  actual  situation  and  to  point  out  where  and  how 
savings  may  be  affected  by  reorganization  and  other  changes  in 
local  government.  Then  these  facts  must  be  dramatized,  made  a 
part  of  public  consciousness  by  "  propaganda  " — or,  if  you  prefer, 
by  "  educational  publicity."  In  this  there  is  a  large  field  for  the 
essayist,  the  journalist,  the  "  popularizer ".  John  Stuart  Mill 
wrote  to  Thomas  Carlyle :  x 

1  July  17,  1832.  Letters  of  John  Stuart  Mill.  Longmans,  Green  &  Co. 
Edited  by  Hugh  Elliott.     Vol.  I,  page  35. 

Carlyle  replied :  "  In  your  critical  estimate  of  me  I  can  easily  enough 
foresee  that  a  few  years  will  produce  a  wonderful  reduction,  and  your 
'  Artist '  will  stand  forth  in  his  true  dimensions,  an  honest  Artisan :  but 
even  this  in  these  days  is  something;  and  always  it  will  be  flattering  and 
encouraging  that  a  man  of  your  clearness  and  cool  deliberateness  could  so 

19 
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You  1  look  upon  as  an  artist,  and  perhaps  the  only  genuine 
one  now  living  in  this  country:  the  highest  destiny  of  all  lies 
in  that  direction;  for  it  is  the  artist  alone  in  whose  hands 
Truth  hecomes  impressive  and  a  living  principle  of  action.  ' 

We  should  not  be  over-optimistic,  however,  as  to  the  amount  of 
reduction  to  be  expected  by  budgetary  control,  reallocation  of  func- 
tions, and  reorganization  of  local  governmental  units.  Along  with 
the  pressing  need  for  tax  reduction  in  these  times,  new  demands 
arise  which  tend  to  offset  the  trend  toward  curtailment.  While 
taxpayers  in  many  communities  feel  acutely  the  need  of  retrench- 
ment, there  are  others  not  paying  direct  taxes  whose  votes  also 
count  in  determining  the  fiscal  policy  of  the  community.  In  addi- 
tion there  will  be  the  usual  resistance  to  retrenchment,  although  it 
probably  will  have  to  yield  here  and  there  to  the  exigencies  grow- 
ing out  of  the  depression. 

It  is  of  course  desirable  now.  as  always,  to  improve  the  adminis- 
tration of  existing  laws  to  secure  greater  uniformity  of  assessment, 
to  enlarge  the  tax  base  by  full  valuation  according  to  law,  and  to 
put  on  the  tax  roll  the  legally  taxable  property  that  now  escapes. 
While  granting  that  all  this  will  be  helpful  to  the  overtaxed  prop- 
erty owner,  and  therefore  highly  worth  while.  I  do  not  agree  with 
those  who  insist  that  improvement  in  administration  and  retrench- 
ment in  expenditures  embody  all  that  is  worth  striving  for  at  this 
time. 

It  is  often  said  that  new  taxes — a  state  income  tax.  for  instance — 
would  accomplish  nothing  except  to  increase  total  expenditures  by 
the  amount  of  the  new  revenue.  While  individual  examples  may 
be  cited  in  support  of  this  argument,  on  closer  inspection  the  argu- 
ment seems  doubtful.  In  the  first  place,  total  expenditures  have 
risen  rapidly  everywhere  in  the  past  two  decades  under  every 
system  and  combination  of  taxes.  Also,  it  would  be  difficult  to 
defend  the  assertion  on  theoretical  grounds,  for  it  overlooks  the 
fundamental  fact  that  the  effectiveness  of  public  demand  for  in- 
creased expenditures  rests  on  the  right  to  vote  and  not  on  the  duty 
to  pay  taxes.  The  right  to  vote  is  not  coincident  with  the  obliga- 
tion of  conscious  contribution  to  the  support  of  government.  More- 
over, property  owners  themselves  and  other  taxpayers  certainly 
have  not  always  resisted  the  public  urge  for  additional  expenditures 
even  when  they  knew  that  the  proposed  expenditures  would  mean 
higher  taxes.  For  these  reasons  the  ground  seems  very  weak  under 
those  who  in  effect  say  to  the  farmer  and  the  home  owner:  "  You 
must  continue  to  bear  the  lion's  share  of  the  cost  of  state  and  local 

exaggerate  me."  August  2.S,  1832.  Letters  of  Thomas  Carlylc  to  John 
Stuart  Mill,  John  Sterling  and  Robert  Browning,  page  12  (T.  Fisher 
I'mvin.    Ltd.)- 
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government  because  we  dare  not  tax  the  man  who  now  pays 
than  he  ought  to  pay.  for  fear  the  new  revenue  will  be  added  to 
the  present  total  expenditures." 

In  addition  to  insisting  that  nothing  is  worth  attempting  except 
retrenchment  and  improvement  in  property  assessment,  it  is  some- 
times asserted  that  tax  revision  to  substitute  other  taxes  for  a  part 
of  the  property  levy  -   legislation"   or   "special    fav> 

If  this  assertion  is  based  on  anything,  it  must  be  based  on  the 
dubious  assumption  that  the  property  tax,  especially  if  better  ad- 
ministered, now  would  meet  the  canons  of  justice  in  taxation  and 
that  nothing  has  happened  in  economic  evolution  in  the  past  30  or 
50  years  to  make  the  property  tax  basically  incapable  even  of 
approximating  the  first  principle  upon  which  the  committee  ap- 
pointed by  the  Association  to  propose  a  Model  System  of  State 
and  Local  Taxation  based  its  recommendations  twelve  years  ago. 
That  principle  reads :  *'  Every  person  having  taxable  ability  should 
pay  some  sort  of  a  direct  personal  tax  to  the  government  under 
which  he  is  domiciled  and  from  which  he  receives  the 
benefits  that  government  confers. 

Earlier  in  this  paper  the  view  I  that  the 

still  further  increase  in  total  public  expenditures  again  will  be- 
come dominant  when  the  depression  is  over  and  its  effects  largely 
mended  or  forgotten.  If  that  is  the  case  the  property  levy  is  likely 
to  rise  still  nearer  to  the  point  of  confiscation  unless  other  sub- 
stantial sources  of  revenue  are  found.  This  pr  in  itself 
a  reason  for  tax  revision.  I  believe  it  to  be  an  essential  part  of 
any  effective,  long-time  program  for  economy  in  state  and  local 
expenditures,  that  the  system  of  taxation  should  be  so  rev 
the  duty  of  conscious  contribution  to  the  support  of  govern: 
will  be  extended  to  as  large  a  percentage  of  the  population  as 
possible.  This,  plus  some  scheme  of  budgetary  control  and  full 
publicity  in  advance  explaining  the  meaning  of  proposed  new 
penditures  in  terms  of  their  effect  on  tax  levies,  would  help  to 
check  ill-considered  expansion  of  expenditures  and  should  aid  in 
stimulating  a  keener  interest  in  state  and  local  government.  I  see 
little  hope  for  effective  control  of  expenditures  in  the  long  run. 
under  a  system  of  taxation  whereby  the  many  vote  and  the  few 
contribute  consciously.  This  point  of  view  is  by  no  means  in- 
consistent with  any  reasonable  interpretation  of  the  ability-to-pay 
principle,  including  progressive  taxation. 

It  may  be  concluded,  therefore,  that  we  would  overlook  a  large 
part  of  our  duty  and  miss  much  of  our  opportunity  if  we  should 
take  the  position  that  reduction  in  total  expenditures  and  improve- 
ment in  assessment,  although  in  themselves  admirable,  embody  ail 
that  should  be  attempted. 

-  Proceedings  of  the  Xational  Tax  Association,  1919,  page  429. 
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There  is  nothing  revolutionary  or  really  new  in  the  general 
character  of  the  tax  revision  that  should  be  attempted  along  with 
retrenchment  and  administrative  improvement.  But  it  may  be 
necessary  to  modify  here  and  there,  and  certainly  to  reassert,  the 
recommendations  already  made  by  committees  of  this  Association. 
There  is  perhaps  no  field  of  public  policy  in  which  the  gap  is  wider 
between  knowledge  and  practice  than  in  taxation.  Probably  little 
fundamental  improvement  has  been  made  on  the  Model  System  for 
State  and  Local  Taxation  recommended  by  a  committee  of  this 
Association  in  1919.  The  directness  and  basic  simplicity  of  that 
plan,  and  the  brevity  and  force  of  the  committee's  exposition  of  the 
principles  on  which  the  plan  is  based,  have  given  it  broad  influence 
not  only  in  the  actual  framing  of  tax  laws  but  also  in  molding 
public  opinion.  Its  influence  probably  has  been  greater  than  has 
yet  appeared  in  the  actual  enactment  of  laws,  although  its  influence 
in  that  direction  certainly  has  been  far  from  negligible. 

Generally  speaking,  no  proposal  for  tax  revision,  however  ex- 
cellent, can  be  put  into  effect  until  it  has  won  political  acceptance, 
that  is,  the  endorsement  and  active  support  of  dominant  public 
opinion.  Therefore,  progress  depends  not  only  on  well-conceived 
plans,  but  also  on  able  advocacy.  To  put  it  bluntly,  we  must  riot 
only  offer  sound  goods  but  also  back  them  with  salesmanship. 

Much  has  been  accomplished  that  has  not  yet  appeared  on  the 
statute  books  or  in  the  administrative  machinery  of  our  fiscal 
system.  I  believe  public  education  in  matters  pertaining  to  taxation 
has  made  real  headway  in  the  past  ten  years,  due  in  no  small  degree 
to  the  work  of  this  Association.  Taxpayers'  associations  in  some 
instances  have  changed  from  a  position  of  negation  to  one  of 
studious  inquiry.  Leaders  of  particular  groups  —  farm  organiza- 
tions, commercial  bodies  and  other  groups  —  give  evidence  of  a 
growing  recognition  of  broad  public  interest  transcending  narrow 
group  conflict,  and  show  a  degree  of  scientific  objectivity  that  ap- 
pears most  hopeful.  I  trust  the  older  and  more  experienced  mem- 
bers of  this  Association  have  reason  to  regard  this  belief  as  based 
on  something  more  than  limited  experience  and  excessive  opti- 
mism in  me. 

Under  the  conditions  we  are  facing,  and  if  it  is  correct  to  sup- 
pose that  public  sentiment  in  the  next  year  or  two  will  afford 
unusual  opportunity  for  constructive  programs,  it  seems  opportune 
for  the  National  Tax  Association  to  take  steps  at  this  meeting  to 
create  a  committee  comparable  to  the  committee  that  proposed  a 
model  system  twelve  years  ago.  The  function  of  the  new  committee 
would  be  to  sift  and  to  bring  together  the  best  of  the  various 
proposals  into  a  "  model  system  for  retrenchment,  administrative 
improvement  and  tax  revision."  The  committee  would  find,  in  the 
work  already  done  by  the  Association  and  its  various  committees, 
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much  solid  material  to  build  upon,  and  Would  be  able  to  supply 
such  modifications  and  additions  as  in  their  judgment  the  present 
situation  requires. 

Among  the  things  needed,  I  believe,  is  a  clarification  and  re- 
statement of  state  and  federal  relationship  in  taxation.  In  this  the 
central  aim  should  be  to  achieve  ultimately  a  revenue  system  for 
the  country  as  a  whole  in  which  local,  state  and  federal  taxes  would 
be  coordinated  into  some  logical  scheme  in  harmony  with  the 
essential  economic  unity  of  the  country  as  a  whole  and  consistent 
with  the  basic  differences  among  national,  state  and  local  authority 
from  the  standpoint  of  effective  and  economical  administration  of 
various  taxes.  Also  more  consideration  should  be  given  to  the 
interrelation  of  federal,  state  and  local  taxes  from  the  standpoint 
of  equitableness  and  social  effects.  The  report  of  such  a  com- 
mittee, especially  if  advanced  vigorously  for  public  consideration 
under  the  authority  and  influence  of  this  Association,  should  do 
much  to  crystallize  public  opinion  behind  concrete  programs  of 
action  and  should  prove  decidedly  helpful  to  legislative  bodies  in 
the  next  few  years  in  their  efforts  to  solve  problems  of  retrench- 
ment, administration  and  tax  revision. 

Chairman  Long:  It  seems  to  me  that  the  conference  owes  a 
very  deep  debt  of  gratitude  to  Doctor  Englund  for  what  I  consider 
a  very  wonderful  paper,  which  he  has  delivered  to  us  this  morning. 
There  is  no  provision  on  the  program  for  a  discussion  at  this  time 
of  any  of  the  facts  and  possibilities  that  he  has  brought  to  our 
attention,  but  if  later  there  is  anyone  who  desires  to  discuss  the 
situation  that  he  has  so  well  developed,  I  know  that  it  will  be  very 
welcome  to  many  of  us. 

We  are  very  grateful  to  Doctor  Englund  for  giving  us  this  very 
splendid  paper. 

There  has  for  some  time  been  acting  for  the  National  Tax 
Association,  under  a  mandate  of  past  tax  conferences,  a  com- 
mittee which  has  from  time  to  time  reported.  That  committee  has 
been  very  ably  chairmaned.  and  I  think  on  the  whole  has  been  as 
successful  a  working  committee  as  it  has  been  the  pleasure  of  the 
National  Tax  Association  or  the  conferences  to  have,  and  we  are 
going  to  have  this  morning  a  further  indication  of  the  work  of 
this  committee,  with  some  discussion  which  will  follow  the  report, 
and  the  development  of  a  subject  which  is  of  interest  to  all  tax 
administrators  and  economists.  We  are  going  to  start  with  hear- 
ing the  report  of  the  committee  of  the  National  Tax  Association 
on  Uniformity  and  Reciprocity  in  State  Tax  Legislation,  from  that 
sterling  Quaker  and  Pennsylvanian,  Honorable  Franklin  Spencer 
Edmonds  of  Pennsvlvania. 
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REPORT  OF  THE  COMMITTEE  OF  THE  NATIONAL  TAX 

ASSOCIATION  OX  UNIFORMITY  AXD  RECIPROCITY 

IN  STATE  TAXING  LEGISLATION 

FRANKLIN    S.    EDMONDS,    CHAIRMAN 

At  the  Twenty-second  Annual  National  Tax  Conference  held  at 
Saranac  Inn  in  September,  1929,  the  following  resolution  was 
unanimously  adopted : 

"  Resolved,  That  the  Conference  recommend  to  the  National 
Tax  Association  the  appointment  of  a  committee  to  investigate 

the   subject   of   uniformity    and   reciprocity    in    state   and   local 
taxation,  to  report  to  the  next  Conference." 

At  the  Kansas  City  conference  in  October.  1930.  the  committee 
presented  its  first  report  and  was  continued  by  resolution  of  the 
association. 

The  committee  now  present.-  its  second  report  in  which  three 
subjects  will  be  considered  : 

First:  Reciprocity  in  State  Inheritance  Taxation. 

Second:  The  fiscal  effects  of  the  recent  decision  of  the  Xew 
York  State  Court  of  Appeals  in  the  Estate  of  Alice  C.  Martin, 
deceased. 

Third:  General  principles  governing  the  allocation  of  income  of 
an  interstate  business  between  income-taxing  states. 

First:    Reciprocity  in  State  Inheritance  Taxation. 

During  the  past  year  the  committee  has  had  three  meetings  in 
the  city  of  Xew  York  and  has  conducted  other  conferences,  and 
also  correspondence  in  taxing  matters.  The  movement  for  reci- 
procity in  state  inheritance  taxation  has  been  characterized  by 
three  marked  advances  in  legislation. 

The  State  of  Xorth  Dakota  has  enacted  reciprocity,  effective  June 
30,  1931.  The  State  of  Xebraska  has  enacted  reciprocity,  effec- 
tive August  3,  1931.  The  States  of  Florida  and  Alabama  have 
enacted  estate  taxes  to  take  up  to  80%  of  the  federal  estate  taxes. 
In  the  original  Florida  bill  the  provision  for  reciprocity  was  in- 
advertently omitted,  but  at  a  special  session  of  the  legislature, 
reciprocity  was  duly  enagted  and  is  now  a  part  of  the  Florida  law. 

This  means  that  there  are  now  but  nine  states  of  the  Union 
which  have  not  affiliated  with  the  reciprocity  movement,  namely: 
Arizona,  Kansas,  Kentucky,  Louisiana.  Minnesota.  Montana.  Okla- 
homa. South  Dakota  and  Utah.  In  several  of  these  states  reci- 
procal legislation  was  introduced  at  the  sessions  of  1931.  So  far 
as  the  committee  is  advised,  there  was  no  argument  on  principle 
against  the  enactment,  but  the  fiscal  necessities  of  the  states  arising 
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out  of  diminishing  income  and  increasing  expenditures,  made  sev- 
eral of  the  legislatures  reluctant  to  enact  any  legislation  which 
seemed  like  reducing  revenue.  As  a  result,  therefore,  we  will  be 
obliged  to  wait  until  the  sessions  of  1933  when  it  is  hoped  that 
this  fiscal  condition  will  be  improved. 

In  the  meantime,  however,  a  number  of  cases  are  at  issue  which 
will  probably  result  in  a  decision  from  the  United  States  Supreme 
Court  concerning  the  right  of  a  state  to  tax  the  transfer  of  stocks 
of  domestic  corporations  owned  by  a  non-resident  decedent.  We 
have  previously  referred  to  Kentucky  State  Commission  et  al.  v. 
Equitable  Trust  Company  of  New  York  et  al.,  in  which  the  court 
of  first  instance  held  first  under  the  decision  in  Baldwin  v.  Mis- 
souri, the  State  of  Kentucky  could  not  tax  the  transfer  of  stock  in 
the  Standard  Oil  Company  of  Kentucky  in  the  estate  of  a  non- 
resident decedent.  Upon  appeal  by  the  State  Tax  Commission,  the 
court  reversed  its  position  and  an  appeal  has  now  been  taken  to 
the  Supreme  Court  of  Kentucky. 

In  State  of  Maine  v.  First  National  Bank  of  Boston,  the  right 
of  the  State  of  Maine  to  levy  an  inheritance  tax  upon  the  transfer 
of  shares  in  the  Great  Northern  Paper  Company,  a  Maine  cor- 
poration, belonging  to  the  estate  of  Edward  H.  Haskell,  a  resident 
of  Massachusetts,  was  duly  challenged  by  the  executors  of  the 
estate.  The  death  of  this  decedent  occurred  prior  to  the  entry  of 
the  State  of  Maine  into  the  reciprocal  movement.  The  Supreme 
Court  of  the  State  of  Maine  held  that  the  shares  were  properly 
taxable  by  Maine,  and  an  appeal  has  been  taken  to  the  Supreme 
Court  of  the  United  States. 

In  the  matter  of  the  Estate  of  Emma  B.  Kennedy,  deceased,  now 
pending  in  the  Supreme  Court  of  Minnesota,  there  is  involved  the 
right  of  that  State  to  tax  the  transfer  of  shares  of  the  Great 
Northern  Iron  Ore  properties  and  the  Great  Northern  Railway 
Company,  both  Minnesota  corporations,  belonging  to  the  estate  of 
a  decedent  of  New  York.  As  Minnesota  is  not  one  of  the  reci- 
procity states,  the  lower  court  has  sustained  the  right  of  the  State 
to  impose  the  tax.  If  the  case  can  be  argued  in  the  Minnesota 
Supreme  Court  this  fall,  it  will  probably  reach  the  Supreme  Court 
of  the  United  States  next  spring. 

It  is  to  be  noted  that  in  arguing  these  cases,  counsel  for  some 
of  the  executors  stress,  not  so  much  the  argument  that  multi-state 
taxation  of  a  transfer  is  prohibited  by  the  federal  constitution,  as 
the  argument  that  multi-state  taxation  should  be  impossible  as  what 
is  taxed  is  a  transfer  which  can  occur  only  in  one  state,  and  what 
is  transferred  are  the  rights  of  the  shareholders  made  effective  by 
the  state  of  the  domicil. 

If  the  decision  in  these  cases  is  in  line  with  the  decisions  in 
Fanners   Loan   &   Trust   Company   v.    Minnesota   and   Missouri  v. 
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Baldwin,  then  the  principle  of  reciprocity  will  become  established 
throughout  the  nation  by  judicial  decision. 

Here,  then,  is  a  proposition  originally  suggested  by  the  National 
Tax  Association  and  promoted  by  its  members,  which  has  won 
legislative  acceptance  in  thirty-nine  states  of  the  Union,  embracing 
over  90%  of  the  wealth  and  population.  The  National  Tax  Asso- 
ciation may  fairly  claim  that  as  a  result  of  its  efforts  one  of  the 
most  mysterious  and  least  definable  of  the  "  terrors  of  death  "  has 
been  removed. 

Second:  The  Fiscal  Effects  of  the  Recent  Decision  of  the 
Xew  York  State  Court  of  Appeals  -in  the  Estate  of  Alice  C. 
Martin,  Deceased. 

The  report  of  the  committee  on  this  subject  will  be  presented  by 
Seth  T.  Cole,  Esq.,  of  the  Xew  York  State  Tax  Commission. 

Third:  General  Principles  Governing  the  Allocation  of 
Income  of  an  Interstate  Business  between  Income  Taxing 
States. 

The  report  of  the  committee  on  this  subject  will  be  presented  by 
Dr.  Charles  W.  Gerstenberg.  chairman  of  a  sub-committee  of  our 
committee. 

It  is  to  be  noted,  however,  that  the  committee's  efforts  have  not 
been  confined  solely  to  the  consideration  of  the  allocation  of  in- 
come. There  is  a  vast  work  to  be  performed  in  securing  uni- 
formity of  language,  reports  and  interpretations.  In  this  field  the 
committee  has  no  conclusions  to  report  as  yet,  and  respectfully 
requests  that  it  be  continued  until  these  important  subjects  have 
received  the  consideration  which  they  deserve. 

The  Fiscal  Effect  of  the  Recent  Decision  of  the 

New  York  State  Court  of  Appeals  in  the 

Estate  of  Alice  C.  Martin,  Deceased 

Seth  T.  Cole  (  New  York)  :  Mr.  Chairman  and  Gent'emen  of 
the  Conference:  This  portion  of  the  report  of  the  Committee  on 
Reciprocity  and  Uniformity  deals  with  a  particular  phase  of  death 
taxation  which  has  developed  within  the  past  eighteen  months.  As 
Senator  Edmonds  has  told  you,  the  committee  handled  this  subject 
by  referring  it  to  a  sub-committee,  consisting  of  Mr.  Farwell 
Knapp,  assistant  tax  commissioner  of  Connecticut,  and  myself.  I 
want  at  this  time  to  give  public  expression  to  the  very  high  quality 
of  work  which  was  done  by  Mr.  Knapp  in  the  deliberations  of  this 
sub-committee.  In  fact,  the  major  portion  of  the  credit  for  the 
report  belongs  to  him  and  not  to  the  speaker. 

I  shall  present  the  report  by  reading  portions  of  the  report  of 
the  sub-committee  to  the  lull  committee,  and  first  shall  take  up  the 
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situation  which  it  was  deemed  called  for  action.  Suppose  a  person 
domiciled  in  Connecticut  dies,  leaving  nothing  but  intangible  per- 
sonal property  (stocks,  bonds,  bank  deposits,  etc.),  all  of  which  or 
the  evidences  of  which  are  and  have  been  kept  in  Xew  York  City ; 
suppose  that  the  decedent  left  a  will,  which  has  also  been  kept  in 
Xew  York,  and  that  the  will  names  a  Xew  York  resident  as  exec- 
utor, and  distributes  the  estate  among  persons  who  are  not  residents 
of  Connecticut.  It  is  possible  for  the  executor  to  take  the  will, 
probate  it  in  the  Surrogate  Court  in  Xew  York  as  the  will  of  a 
non-resident,  that  is,  of  a  person  domiciled  in  Connecticut,  and 
proceed  to  administer  the  estate  wholly  in  Xew  York. 

The  Xew  York  law  permits  this  to  be  done  so  long  as  there  are 
assets  within  that  state  at  the  time  of  death.  It  authorizes  the 
surrogate  to  order  distribution  of  the  estate  and  to  discharge  the 
executor  upon  a  final  accounting,  without  regard  to  any  jurisdic- 
tion that  may  be  claimed  by  the  state  of  domicile  in  relation  to 
death  taxes. 

Under  the  principles  of  reciprocity.  Xew  York  can  levy  no  death 
tax  against  this  Connecticut  estate.  Under  the  circumstances,  Con- 
necticut, the  domicile  of  the  decedent,  cannot  enforce  any  tax. 
because  it  has  no  person  or  property  within  its  jurisdiction  to  pro- 
ceed against.  The  result  is  that  such  an  estate  may  escape  paying 
any  death  tax  to  either  state;  and  if  it  is  so  small  that  it  does  not 
have  to  pay  a  federal  estate  tax,  it  pays  no  death  taxes  whatever. 
Even  though  the  will  should  be  probated  in  a  state  which  may  not 
have  accepted  the  reciprocity  principle,  it  is  unlikely,  in  the  light 
of  recent  decisions  to  which  Senator  Edmonds  has  referred,  that  it 
may  tax  more  than  a  small  fraction  of  the  property  of  the  estate. 
But.  if  it  could  tax  all  of  the  property,  that  would  be  no  reason 
why  the  domiciliary  taxes  should  not  be  paid.  While  a  detailed 
examination  of  the  probate  laws  of  all  the  jurisdictions  has  not 
been  made,  it  is  believed  that  this  situation  may  obtain  between 
most,  if  not  all,  of  the  states  of  this  country,  the  provinces  of 
Canada  and  possibly  other  countries.  The  situation  thus  presented 
shows  that  there  is  a  wide-open  hole  for  tax  evasion,  which  can 
lie  taken  advantage  of  by  any  one  who  wishes  to  go  to  the  trouble 
to  do  so.  It  is  not  known  to  how  great  an  extent  this  has  occurred 
in  the  past,  although  it  is  believed  that  the  amount  of  evasion  is 
not  as  yet  serious. 

As  long  as  the  federal  estate  tax  remains  on  the  books,  and  the 
eighty  per  cent  credit  for  state  taxes  is  retained,  it  is  not  likely 
that  the  amount  of  evasion  through  this  loophole  will  be  consider- 
able, since  if  an  estate  is  subject  to  the  federal  estate  tax,  it  is 
ordinarily  of  no  moment  where  it  is  administered.  So  long  as  the 
state  taxes  do  not  exceed  the  federal  credit,  nothing  is  gained  by 
voiding  the  death  taxes  of  the  domicile. 
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Cases  can  be  supposed,  to  be  sure,  where  in  a  large  estate  there 
will  be  back  income  taxes  or  penalties  for  unpaid  property  taxes 
on  intangibles,  due  the  state  of  domicile,  in  which  it  might  be 
profitable,  entirely  aside  from  the  death-tax  angle,  to  have  adminis- 
tration in  a  state  other  than  that  of  the  decedent's  domicile,  but 
ordinarily  it  will  be  an  estate  under  one  hundred  thousand  dollars 
which  will  attempt  to  use  this  loophole. 

As  will  be  developed  in  detail  later,  the . situation  is  one  which 
calls  for  remedial  legislation,  since  efforts  of  adjustment  through 
the  courts  have  failed.  Such  legislation  should  be  passed  by  all 
states,  but  reciprocal  states  should  be  particularly  interested,  since 
this  situation,  at  least  to  some  extent,  has  arisen  as  a  sort  of  by- 
product of  reciprocity. 

Coming  now  to  the  court  decision,  which  has  made  action  neces- 
sary, at  least  in  the  judgment  of  the  committee,  we  will  discuss  the 
decision  m  the  matter  of  Alice  C.  Martin.  The  question  was  tried 
out  in  the  Court  of  Appeals  of  Xew  York  in  Matter  of  Martin, 
255  X.  Y.  389.  decided  February  26.  1931.  The  Martin  case  was 
in  substance  the  suppositious  case  just  outlined.  There  were,  it  is 
true,  certain  subsidiary  or  additional  facts  in  the  Martin  case,  but 
we  omit  them  from  consideration  here  as  they  would  tend  only  to 
obscure  the  issues. 

In  the  Martin  case,  when  the  executor  filed  his  final  accounting 
with  the  Surrogate  in  Xew  York,  Connecticut,  the  state  of  domi- 
cile, intervened  with  a  petition,  either  (a)  that  the  executor  be 
directed  to  qualify  in  and  submit  himself  to  the  jurisdiction  of  the 
domicile,  or  (b)  that  he  be  directed  to  remit  the  assets  in  his 
hands  after  paying  Xew  York  creditors  and  expenses,  to  the  domi- 
cile, that  is,  to  an  administrator  who  has  been  appointed  by  the 
domiciliary  probate  court  for  the  sole  purpose  of  receiving  such 
assets.  The  Xew  York  Surrogate  refused  to  make  such  a  decree 
and  dismissed  the  petition  of  the  State  of  Connecticut.  He  did  so 
on  the  ground  that  to  grant  the  relief  petitioned  for  would  be  the 
equivalent  of  enforcing  the  Connecticut  taxing  statute  in  the  State 
of  Xew  York,  contrary  to  what  he  conceived  to  be  the  principle 
laid  down  in  the  case  of  Colorado  v.  Harbcck,  reported  in  232 
X.  Y.j  at  page  71. 

In  Colorado  v.  Harbcck  the  decedent,  shortly  prior  to  his  death. 
decided  to  change  his  domicile  from  the  State  of  Colorado  to 
France,  and  while  on  his  way  from  Colorado  to  France  death 
overtook  him  in  the  city  of  Xew  York.  He  owned  no  tangible 
property  situated  in  Colorado,  and  no  property  which  could  be 
seized  within  the  jurisdiction  of  that  state.  His  will  was  probated 
and  his  estate  administered  in  the  courts  of  Xew  York,  and  dis- 
tribution was  made.  Thereafter  the  State  of  Colorado  levied  a 
death  tax  upon   his  estate   in   a   very   considerable   sum;   and  then 
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Colorado  came  to  New  York  and  brought  action  in  the  courts  of 
New  York  against  the  executor  and  the  distributees  of  the  estate, 
seeking  to  recover  its  tax. 

The  New  York  Court  of  Appeals  held  that  Colorado  did  not 
have  jurisdiction  either  in  personam  or  in  rem,  that  is.  that  it 
did  not  have  jurisdiction  either  of  the  person  of  the  executor  or 
the  distributees,  or  jurisdiction  of  any  property  from  which  it  could 
enforce  its  taxes;  and  it  therefore  held  that  Colorado  was  without 
standing  to  bring  an  action  for  the  tax  in  the  State  of  New  York, 
and  dismissed  the  complaint. 

In  the  Martin  case  the  surrogate  indicated  in  his  opinion  That 
the  matter  was  one  for  legislation  and  not  for  the  courts.  This 
dicision  was  affirmed  by  the  Appellate  Division  and  by  the  Court 
of  Appeals. 

It  is  believed  that  because  of  the  prestige  enjoyed  by  the  Court 
of  Appeals  of  New  York  the  courts  of  other  states  would  decide 
similar  cases  in  the  same  way. 

After  the  decision  of  the  Court  of  Appeals,  careful  consideration 
was  given  to  the  question  of  whether  it  would  be  possible  to  carry 
the  case  to  the  United  States  Supreme  Court.  It  was  decided  that 
such  action  was  impossible  for  constitutional  and  other  reasons 
which  need  not  be  gone  into  here.  It  is  sufficient  to  say  that  it  is 
believed  that  the  final  judgment  of  the  highest  court  possible  has 
been  obtained,  and  that  other  courts  are  likely  to  follow  it. 

It  is  this  which  leads  to  the  conclusion  stated  above,  that  reme- 
dial legislation  should  be  had. 

Various  types  of  legislation  have  been  considered,  and  the  de- 
cision reached  that  the  most  feasible  would  be  a  statute  enacted 
by  the  state  in  which  administration  is  sought,  providing  that  un- 
less the  estate  makes  its  peace  with  the  domiciliary  tax  authorities, 
all  intangible  personalty,  except  so  much  as  is  necessary  to  satisfy 
local  creditors  and  expenses,  shall  be  automatically  remitted  to  the 
domicile,  the  domiciliary  tax  authorities  to  have  notice  of  such 
estates,  and  to  be  allowed  to  force  an  accounting.  It  is  believed 
that  this  offers  the  best  practical  solution  of  the  problem.  Such  a 
statute,  of  course,  should  be  operative  upon  the  reciprocal  principle 
only.  Therefore,  the  sub-committee  prepared  and  the  full  com- 
mittee approved  a  draft  of  a  statute,  providing  as  follows: 

Section  1.  Within  eighteen  months  after  the  qualification  in 
any  probate  court  in  this  state  of  any  executor  of  the  will  of  or 
administrator  of  the  estate  of  any  non-resident  decedent,  such  exec- 
utor or  administrator  shall  file  with  such  court  proof  that  all  death 
taxes,  together  with  interest  or  penalties  thereon,  due  to  the  state 
of  domicile  of  such  decedent,  or  to  any  political  subdivision  thereof, 
have  been  paid  or  secured,  or  that  no  such  taxes,  interest  or  penal- 
ties are  due,  as  the  case  may  be.  unless  it  appears  that  letters  have 
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been  issued  in  the  state  of  domicile.  Such  proof  may  be  in  the 
form  of  a  certificate  issued  by  the  official  or  body  charged  with 
the  administration  of  the  death  tax  laws  of  the  domiciliary  state. 

Section  2.  If  such  proof  be  not  filed  within  the  time  limited  in 
Section  1  of  this  Act.  the  clerk  of  the  probate  court  shall  forth- 
with notify  by  mail  the  official  or  body  of  the  domiciliary  state 
charged  with  the  administration  of  the  death  tax  laws  thereof  with 
respect  to  such  estate,  and  shall  state  in  such  notice  (a)  the  name, 
date  of  death  and  last  domicile  of  such  decedent,  (b)  the  name 
and  address  of  each  executor  or  administrator,  (c)  a  summary  of 
the  values  of  the  real  estate,  tangible  personalty  and  intangible 
personalty,  wherever  situated,  belonging  to  such  decedent  at  the 
time  of  his  death,  if  known  to  such  clerk,  id)  the  fact  that  such 
executor  or  administrator  has  not  filed  theretofore  the  proof  re- 
quired in  Section  1  of  this  Act.  Such  clerk  shall  attach  to  such 
notice  a  plain  copy  of  the  will  and  codicils  of  such  decedent,  if  he 
died  testate,  or  if  he  died  intestate  a  list  of  his  heirs  and  next  of 
kin.  so  far  as  is  known  to  such  clerk.  Within  sixty  days  after 
the  mailing  of  such  notice  the  official  or  body  charged  with  the 
administration  of  the  death  tax  laws  of  the  domiciliary  state  may 
file  with  such  probate  court  in  this  state  a  petition  for  an  account- 
ing in  such  estate.  Such  official  or  body  of  the  domiciliary  state 
shall,  for  the  purposes  of  this  Act.  be  a  party  interested  for  the 
purpose  of  petitioning  such  probate  court  for  such  accounting,  and 
if  such  petition  be  filed  within  said  period  of  sixty  days,  such 
probate  court  shall  decree  such  accounting,  and  upon  such  account- 
ing being  filed  and  approved,  shall  decree  the  remission  to  the 
fiduciary  appointed  by  the  domiciliary  probate  court  of  the  balance 
of  the  intangible  personalty,  after  the  payment  of  creditors  in  this 
state  and  expense  of  administration  in  this  state. 

Section  3.  Unless  the  provisions  of  either  Section  1  or  Section  2 
of  this  Act  shall  have  been  complied  with,  no  such  executor  or 
administrator  shall  be  entitled  to  a  final  accounting  or  discharge  in 
any  probate  court  in  this  state. 

Section  4.  The  provisions  of  this  Act  shall  apply  to  the  estate 
of  any  non-resident  decedent  only  (1)  if  the  laws  of  the  state  of 
his  domicile  contain  a  provision,  of  any  nature  or  however  ex- 
pressed, whereby  this  state  is  given  reasonable  assurance  of  the 
collection  of  its  death  taxes,  interest  and  penalties,  from  the  estates 
of  decedents  dying  domiciled  in  this  state  in  cases  where  the  estates 
of  such  decedents  are  being  administered  by  the  probate  court  of 
such  other  state,  or  (2),  if  the  state  of  domicile  does  not  grant 
letter-  in  non-resident  estates  until  after  letters  have  been  issued 
by  the  state  of  domicile. 

The  provisions  of  this  Act  shall  be  liberally  construed  in  order 
to  insure  that  the  state  of  domicile  of  anv  decedent  shall   receive 
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any  death  taxes,  together  with  interest  and  penalties  thereon, 
due  to  it. 

Section  5.  For  the  purposes  of  this  Act  the  word  '"  state  "  shall 
be  construed  to  include  any  territory  of  the  United  States,  the 
District  of  Columbia,  and  any  foreign  country. 

Now,  while  that  proposed  statute  seems  to  be  rather  formidable, 
in  practical  operation  it  is  anticipated  that  there  would  be  no  par- 
ticular difficulty,  because,  after  all,  it  would  merely  serve  the  pur- 
pose of  a  big  club;  and  in  the  great  majority,  if  not  in  all,  of  the 
cases  which  might  come  within  its  terms,  the  estate  would  make 
its  peace  with  the  taxing  authorities  of  the  domiciliary  state,  hie 
the  receipt  for  taxes,  or  proof  that  the  taxes  have  been  secured  in 
the  probate  court  in  which  probate  is  being  had,  and  that  would 
be  the  end  of  the  matter. 

Allocation  of  Business  Income 
charles  w.  gerstenberg 

Chairman  of  Board  of  Prentice-Hall,  Inc., 
for  the  Committee 

The  committee  has  spent  considerable  time  in  the  study  of  the 
subject  of  interstate  taxation  of  business  income. 

In  1926  the  report  of  a  committee  which  has  been  merged  with 
this  committee  urged  the  cooperation  of  this  Association  "  with  all 
organizations  that  are  giving  study  to  this  important  problem  of 
simplification  of  business  taxes."  (Proceedings  1926,  p.  167.)  Con- 
formable with  this  suggestion,  the  committee's  studies  during  the 
year  have  largely  been  directed  to  consideration  of  questions  pro- 
pounded by  the  International  Chamber  of  Commerce  on  the  subject 
of  international  double  taxation.  Our  purpose  has  been  twofold: 
first,  to  get  as  much  light  as  possible  on  the  problem  of  interstate 
taxation  from  a  study  of  the  international  problems,  and  second,  to 
cooperate  with  agencies  working  on  the  international  problem  in 
order  to  coordinate  interstate  and  international  practices  if  that 
result  should  ever  appear  to  be  desirable  and  expedient.1 

ARE    INTERNATIONAL   AND   INTERSTATE    PROBLEMS    OF    BUSINESS 
INCOME   TAXATION    IDENTICAL? 

Our  inquiry  first  led  us  to  consider  whether  the  interstate  and 
the  international  problem  of  business  income  taxation  are  so  similar 
or  so  related  that  the  same  principles  may  be  applied  to  both. 

1  A  number  of  questions  were  considered,  but  in  spite  of  many  confer- 
ences with  business  men  and  of  a  number  of  meetings  of  subcommittees 
that  were  designated  to  study  the  subject,  at  the  end  of  the  year  we  find 
ourselves  ready  to  report  on  one  question  only,  and  that  is  on  the  general 
problem  of  segregation  of  income  in  the  taxing  jurisdiction  from  the  total 
income  of  the  taxpayer. 
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<  )ur  conclusion  is  that  the  differences  between  international  con- 
ditions and  relations  and  interstate  conditions  and  relations  are  so 
great  as  to  justify  the  statement  that  the  problems  of  income  re- 
porting and  allocation,  while  often  similar,  cannot  be  said  to  be 
identical  or  to  rest  on  identical  principles.  Here,  for  example,  are 
some  of  the  factors  that  make  the  international  problems  different 
from  the  interstate  problems : 

1.  Differences  in  language  in  international  business  necessitating 
generally  differences  in  the  financial  records  of  the  foreign  divisions 
of  a  business. 

2.  Differences  in  methods  of  conducting  foreign  businesses  and 
interstate  business. 

3.  The  different  theories  of  profit  realization  upon  which  foreign 
branches  and  domestic  branches  are  likely  to  be  based. 

4.  Tariff  laws  which  may  affect  international  but  not  interstate 
income  taxation. 

5.  Differences  in  the  competitive  objectives  and  motives  in  do- 
mestic and  foreign  businesses  involving  in  the  case  of  international 
businesses  frequently  such  real  but  intangible  elements  as  race  or 
historical  prejudices. 

6.  Differences  in  constitutional  limitations  on  the  power  to  tax. 

There  may  be  other  differences  between  international  and  inter- 
state business,  but  these  are  sufficient  to  justify  the  conclusion  that 
the  problems  of  international  and  of  interstate  business  income 
taxation  are  not  necessarily  governed  by  the  same  principles. 

In  this  report,  therefore,  we  shall  consider  the  problem  of  inter- 
national taxation  of  business,  chiefly,  as  was  pointed  out.  to  get 
what  aid  we  can  from  it  for  our  own  problems  of  interstate 
taxation. 

WHAT   IS  THE  BEST   METHOD  OF   MAKING  AX   INTERNATIONAL 
APPORTIONMENT    OF    INCOME? 

The  first  question  that  was  propounded  by  the  International 
Chamber  of  Commerce  concerned  itself  with  the  relative  merits  of 
the  three  methods  of  fixing  the  income  attributable  to  a  foreign 
subsidiary  or  establishment,  the  three  methods  -uio-gested  as  avail- 
able being : 

1.  Separate  accounting. 

2.  The  ''empirical  or  arbitrary"  method  I  that  is.  for  example. 
one  based  on  the  experiences  of  other  businesses). 

3.  Fractional  apportionment. 

The  committee  is  of  the  opinion  that  the  method  of  separate 
accounting  is  best  for  international  taxation.  The  empirical  method 
may  be  used  as  a  check  or  may  be  of  some  assistance  in  determin- 
ine  whether  in  a  unitary  business  consisting  of  manufacturing  or 
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processing  in  one  jurisdiction,  and  of  sales  in  another,  a  fair  profit 
is  being  apportioned  to  each. 

The  reasons  for  choosing  separate  accounting  for  international 
apportionment  of  taxable  income  are  as  follows: 

1.  Even  where  foreign  undertakings  are  branches  and  not  inde- 
pendent companies — independent  companies  is  generally  considered 
to  be  the  prevailing  system  of  organization  for  American  inter- 
national businesses— such  branches,  in  practice,  are  treated  from  an 
accounting  and  administrative  standpoint  as  separate  companies. 

2.  The  profit  of  the  branches  or  establishments  should  be  based 
on  independent  accounting  to  reflect  the  true  financial  results  of 
the  operation  of  each  particular  branch  or  establishment.  Thus  a 
separate  system  of  accounting  for  taxation  conforms  to  the  most 
appropriate  method  of  keeping  accounts  for  the  business  itself. 

3.  Separate  systems  of  accounts  for  each  branch  or  establish- 
ment reflect  more  truly  the  operating  conditions  of  the  branches, 
the  efficiency  of  their  management  and  like  matters,  than  does  any 
method  of  apportionment.  Much  of  the  complaint  against  double 
taxation  would  be  obviated  if  reports  for  tax  purposes  could  be 
taken  directly  from  the  accounts  of  the  company  constructed  on  a 
system  intended  primarily  to  contribute  to  the  proper  administra- 
tion of  the  business. 

4.  By  keeping  the  accounts  separately,  there  is  no  necessity  for 
transfers  of  currencies  or  for  translations  of  accounting  terms; 
the  accounts  for  each  country  are  kept  in  the  language  and  in  the 
currency  of  that  country. 

5.  Inspections  by  tax  officials  are  facilitated  if  the  basis  of  the 
return  is  the  local  branch  books. 

6.  The  accuracy  of  the  result  is  less  subject  to  error. 

7.  Because  of  variations  in  rates  of  taxation  among  the  inde- 
pendent sovereigns  concerned  in  any  given  case,  and  because  politi- 
cal and  economic  conditions  vary  from  time  to  time,  causing  profits 
to  vary  irrespective  of  changes  in  investment  or  in  gross  sales  or 
in  any  other  item  on  which  an  artificial  allocation  of  net  income 
could  be  made,  the  only  fair  way  of  paying  tax  to  a  country  in 
proportion  to  the  net  income  derived  from  the  country  is  on  the 
basis  of  separate  accounting. 

EXTENT   TO   WHICH    ACCOUNTS   MAY    HE   EXAMINED   BY   SEVERAL 

SOVEREIGNS   HAVING  JURISDICTION   OVER   AN 

INTERNATIONAL    BUSINESS 

It  is  necessary  in  laying  down  definite  rules  for  international 
taxation  by  separate  accounting  to  determine  how  far  each  country 
may  go  in  demanding  the  accounts  not  only  of  that  part  of  a  busi- 
ness  that   is   within   its   jurisdiction,    but   also   of   the   rest   of   the 
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enterprise,   in  order  to  make  sure  that  there  is  being  reported  to 
its  tax  administration  a  proper  amount  of  income. 

Both  because  of  the  trouble  and  expense  of  reporting  complete 
operations  and  of  the  danger  that  business  information  may  be 
divulged,  objection  will  be  strong  against  giving  sovereigns  who 
have  jurisdiction  over  parts  of  a  business  the  right  to  make  "  fish- 
ing expeditions  "  into  all  of  the  accounts  of  a  business  system. 
The  following  rules  seem  workable  and  fair  both  for  locally  in- 
corporated subsidiaries  and  for  branch  establishments: 

1.  Subsidiary  Companies. 

A  company  organized  in  one  country,  regardless  of  the  extent  to 
which  it  may  be  controlled  by  a  company  with  its  real  center  of 
management  in  another  country,  shall  be  taxed  as  an  independent 
company  and  on  the  basis  of  its  own  accounts.  Nevertheless,  if 
the  fiscal  authorities  of  either  country  determine  that  measures  are 
necessary  to  prevent  evasions  of  taxes  or  clearly  to  reflect  the  in- 
come of  either  company,  they  may  apply  the  rules  stated  below 
for  use  in  the  cases  of  permanent  establishments. 

2.  Permanent  Establishments  or  Branches. 

a.  Each  country  in  which  an  undertaking  operates  may  require 
complete  accounts  separately  reflecting  the  gross  income  and  de- 
ductions properly  allocable  to  the  permanent  establishment  or  estab- 
lishments situated  within  its  territory.  Nevertheless,  the  country 
in  which  is  situated  the  real  center  of  management  of  the  under- 
taking may  require  complete  accounts  of  its  total  gross  income  and 
deductions. 

b.  Except  where  the  country  in  which  is  situated  the  real  center 
of  management  requires  the  undertaking  to  file  a  return  of  its  total 
income,  such  country  may  require  only  a  return  of  the  income 
allocable  to  the  permanent  establishment  or  establishments  situated 
within  its  territory,  together  with  such  data  regarding  billing 
prices,  service  charges  and  other  relations  with  the  parent  under- 
taking, as  may  be  necessary  to  substantiate  the  fairness  and  ac- 
curacy of  the  separate  accounting. 

c.  If,  in  the  opinion  of  the  fiscal  authorities,  the  information 
submitted  is  insufficient  to  determine  the  income  of  the  permanent 
establishment  or  establishments  within  the  country,  tax  may  be 
assessed  on  the  basis  of  an  assumed  net  income,  equivalent  to  a 
percentage  of  the  gross  income,  and  estimated  by  reference  to  un- 
dertakings engaged  in  a  similar  business.  Where  the  preceding 
methods  are  inadequate,  the  taxable  income  may  be  determined  by 
means  of  apportioning  a  fraction  of  the  profits  of  the  entire  under- 
taking. In  such  case,  the  fraction  shall  not  include  income  that 
can  be  definitely  allocated  to  a  country  for  tax  purposes  according 
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to  international  agreements  or  income  derived  from  assets  or  activi- 
ties which  have  no  relation  to  the  permanent  establishments  con- 
cerned. 

d.  Prior  to  commencing  business  or  to  the  beginning  of  any 
subsequent  tax  year,  a  company  controlled  by,  or  a  permanent 
establishment  of,  a  foreign  undertaking  shall  be  given  an  oppor- 
tunity to  have  a  provisional  understanding  with  the  fiscal  authori- 
ties of  the  country  in  which  the  company  is  organized  or  the  estab- 
lishment is  situated,  concerning  the  manner  in  which  its  accounts 
should  be  kept  in  order  to  show  clearly  its  taxable  income. 

.METHODS   OF   INTERSTATE   APPORTIONMENT 
OF  THE   INCOME   OF   A   BUSINESS 

We  then  come  to  a  consideration  of  the  same  problem  as  it  arises 
in  the  interstate  taxation  of  business  income. 

Briefly  stated,  the  problem  is,  what  method  of  segregating  the 
income  taxable  in  a  given  jurisdiction  should  be  used?  What 
alternative  should  be  provided,  and  under  what  circumstances  may 
these  alternatives  be  invoked?  Shall  the  law  set  up  one  method, 
and  shall  it  permit  both  the  taxpayer  and  the  tax  commissioner  to 
reject  the  statutory  method  if  to  either  of  them  it  does  not  seem 
to  fairly  reflect  the  income  that  arises  in  the  jurisdiction? 

The  three  methods  (separate  accounting,  empirical,  and  fractional 
apportionment)  are  available,  but  the  last  named  method,  fractional 
apportionment,  may  be  divided  into  two  methods :  A  statutory 
fraction  specified  and  applicable  to  all  corporations;  and  alterna- 
tive fractions,  either  specified  by  the  statute  for  different  kinds  of 
corporations,  such  as  one  for  manufacturing  and  one  for  mercan- 
tile corporations,  or  optional  alternative  fractions  to  be  agreed  upon 
by  the  taxpayer  and  the  commissioner.  The  alternative  fractions, 
therefore,  are  general  fractions  for  different  kinds  of  businesses 
or  individualized  fractions  for  an  individual  taxpayer. 

The  following  questions  arise : 

1.  In  what  order  should  the  statutes  prescribe  that  these  methods 
shall  be  applied  ? 

2.  Who  shall  be  given  the  option  to  object  to  a  prescribed 
method  ? 

3.  What  conditions  should  be  shown  to  exist  by  a  party  chal- 
lenging the  method  prescribed  by  the  statute  and  seeking  to  apply 
another  method  ? 

4.  If  the  statutory  method  is  challenged,  what  should  be  the 
subsequent  procedure  to  arrive  at  a  proper  apportionment? 

It  would  seem  that  the  empirical  method  is  the  least  desirable. 
What  several  companies  or  many  companies  can  save   from  their 
gross  income  after  pavment  of  ail   expenses  and,   therefore,   have 
20 
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reported  as  taxable  profit,  may  be  no  indication  of  what  a  given 
company  is  able  to  report  as  profit.  Every  element  that  enters  into 
a  business  is  a  variable  making  for  a  gradation  of  net  results  vary- 
ing from  company  to  company,  and,  incidentally  we  may  say.  con- 
tributing to  the  struggle  of  the  survival  of  the  fittest  recognized 
by  economic  law  as  well  as  by  natural  law. 

The  courts  of  this  country  have  recognized  that  empirical 
methods  are  necessarily  arbitrary  and  are  to  be  condemned  where 
record  information  is  available.  /;/  re  U.  S.  Metal  Goods  Co., 
(1924)  4  F.  (2d)  871  N.  D.,  Ohio;  In  re  Sheinman,  (1926)  14  F. 
(2d)  323  E.  D.  Pa.  However,  when  a  manufacturing  or  any 
other  fractional  profit  that  should  go  to  one  sovereign  cannot  be 
ascertained,  or  where  it  is  believed  that  such  profit  is  not  being 
fairly  apportioned  out  of  a  unitary  business  consisting  of  manu- 
facturing in  one  jurisdiction  and  sales  in  another  jurisdiction,  the 
empirical  or  fractional  method  is  justified,  and  has  been  proved  by 
our  federal  government  and  courts.  Bislioff  v.  Commissioner. 
(1927)  6  B.  T.  A.  570;  affirmed  (1928)  27  F.  (2d)  (3d  C.C.A.); 
Appeal  of  Roffwarg  and  Welsh,  (1925)  2  B.  T.  A.  332.  Gin-burg 
v.  Commissioner,  (1928)  14  B.  T.  A.  324;  Yorkville  Live  Poultry 
Co.  v.  Commissioner,  (1929)  18  B.  T.  A.  47.  See  also  New  York 
Tax  Law.  Sec.  211  (9);  North  Carolina  Rev.  Act  1929,  Sec. 
326(3);  and  South  Carolina  Act  1927.  No.  1,  Sec.  18(3).  See 
generally  Magill,  "  Allocation  of  Income  by  Corporate  Contract," 
xliv  Harvard  Laze  Review  935,  948. 

As  to  the  other  three  methods,  the  general  practice  of  the  states 
and  the  consensus  of  opinion  seem  to  justify  giving  precedence  to 
the  statutory  allocation  fraction  because  some  fractional  apportion- 
ment must  always  be  made  even  where  there  is  a  separate  account- 
ing, and  because  the  allocation  fraction  has  proven  to  be  an  easy 
and  simple  method  of  apportioning  income.  The  allocation  fraction 
lias  already  been  recommended  by  several  reports  made  to  the 
National  Tax  Association  and  has  generally  been  adopted  by  the 
states  |  see  Appendix  to  this  report). 

Separate  accounting  could  probably  in  some  cases  be  made  most 
accurate,  especially  where  a  state  is  the  natural  territorial  unit  for 
the  conduct  of  a  branch  or  subsidiary  of  a  business.  However,  it 
is  very  expensive  and  in  most  cases  would  probably  be  so  costly 
that  the  tax  found  to  be  due  under  any  system  of  fractional  appor- 
tionment would  be  less  than  the  cost  of  arriving  at  the  tax  if  this 
method  were  used. 

The  testimony  of  experienced  accountants  is  that  a  system  of 
separate  accounts  for  branches  or  subsidiaries  is,  in  the  majority 
of  cases,  impracticable.  An  objection  to  the  fractional  apportion- 
ment method  of  allocation  is  that  it  must  make  certain  assumptions 
and    be    content    with    approximations    to    the    truth;    but    separate 


'    ALLOCATION  OF   BUSINESS  INCOME  307 

accounting  is  subject  to  the  same  objections.  In  separate  account- 
ing we  must  assume  certain  values  at  which  goods  will  be  taken 
over  from  the  business  by  the  branch  or  subsidiary  and  we  can 
only  approximate,  generally  by  resort  to  a  fractional  scheme,  the 
proper  charges  to  be  made  to  the  branch  or  subsidiary  for  its 
share  of  such  items  as  overhead  and  debt  charge.  Finally,  a  system 
of  separate  accounts  may  give  a  faithful  photograph  of  what  takes 
place  without  portraying  the  results  that  follow.  For  example,  a 
branch  may  earn  a  profit  for  a  business  without  earning  a  profit 
for  itself. 

If  a  company  has  large  fixed  costs  —  such  as  for  patterns,  for 
machinery  and  for  overhead,  which  within  limits  is  often  a  quite 
inflexible  item — and  has  low  variable  costs — such  as  for  the  raw 
material  and  labor  used  to  turn  out  its  products,  it  is  likely  to  make 
its  profits  in  large  measure  by  spreading  its  fixed  costs  over  a  large 
number  of  units  of  production  and  sale.  Such  a  company  can 
afford  to  sell  in  certain  markets  at  a  price  little  above  the  variable 
costs  per  unit,  in  order  that  the  little  margin  between  price  and 
variable  costs  may  help  carry  the  fixed  costs.  In  a  word,  the 
company  may  sell  in  one  market  without  apparent  profit,  but  the 
existence  of  that  market  will  reduce  aggregate  costs  to  the  place 
where  a  profit  can  be  made  in  higher  priced  markets.  Does  not 
the  non-profit  market  really  help  to  earn  a  profit  for  the  entire 
business?  Does  not  the  state  which  includes  the  non-profit  market 
afford  protection  to  the  taxpayer  approaching  in  importance  the 
protection  afforded  by  the  state  or  states  in  which  the  profit-making 
markets  exist?  No  system  of  separate  accounting  will  reflect  this 
condition.  An  allocation  fraction,  on  the  other  hand,  will  take  the 
condition  into  account.  Good  portraiture  in  oils  does  not  yield  to 
photography  in  the  matter  of  its  ability  to  record  faithfully  the 
truth  and  the  whole  truth. 

Undoubtedly  where  the  difference  between  the  tax  claimed  by 
the  commissioner  and  the  tax  thought  by  the  taxpayer  to  be  reason- 
ably due  is  very  great,  the  taxpayer  will  be  driven  to  the  compila- 
tion of  statistical  information  that  will  approach  a  system  of  sep- 
arate account.  Because  it  is  the  more  analytical  system,  it  will  be 
the  only  method  available  for  the  taxpayer  in  sustaining  his  claim 
before  the  courts. 

It  may  be  that  in  many  cases  the  statutory  fraction  will  be  far 
from  reflecting  the  true  income  arising  from  a  given  state,  but  that 
some  other  fraction  will  be  found  that  the  taxpayer  and  the  com- 
missioner can  agree  upon  as  giving  satisfactory  results.  It  would 
seem,  however,  that  a  word  of  warning  should  be  raised  against 
the  use  of  one  fraction  for  one  kind  of  business  or  a  department 
of  a  business,  and  a  different  fraction  for  a  different  kind  or  de- 
partment of  a  business.     Where  a  unitary  business,   consisting  of 
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manufacturing"  and  sales,  operates  in  two  states  or  in  one  state  and 
a  group  of  other  states,  a  fraction  constructed  for  the  manufactur- 
ing' end  of  the  business  will  likely  draw  into  the  manufacturing 
state  an  undue  amount  of  profit;  and  another  fraction  constructed 
for  the  mercantile  end  of  the  business  will  also  draw  into  the  mer- 
cantile state  or  states  an  undue  amount  of  the  profit.  We  repeat 
what  the  National  Tax  Association  through  various  committees  has 
iterated  and  reiterated  in  the  past,  that  a  single  fraction  is  the 
only  method  of  apportioning  100%  of  income  among  all  the  taxing 
jurisdictions  to  which  a  business  is  subject,  and  neither  more  nor 
less  than  100?o  thereof. 

It  would  seem  from  what  has  been  said  above  that  a  fair  arrange- 
ment would  be  as  follows : 

1.  Require  separate  accounting  where  books  are  kept  that  fairly 
reflect  the  income  attributable  to  a  state.  This  does  not  say,  nor 
does  it  mean  that  books  are  to  be  required  to  be  so  kept  or  that 
any  set  of  books  will  fairly  reflect  income,  but  that  if  the  taxpayer 
does  keep  such  books  they  should  be  used.  It  is  suggested  that 
where  the  taxpayer  does  not  use  the  separate  accounting  method  of 
reporting  his  income,  the  commissioner  may  be  empowered  to  re- 
quire the  taxpayer  to  swear  in  its  report  that  books  that  fairly 
reflect  the  income  attributable  to  the  state  are  not  kept. 

2.  Where  such  books  are  not  kept — and  these  cases  will  be  in  the 
majority — the  statute  should  prescribe  a  fraction. 

3.  The  use  that  should  be  made  of  the  empirical  and  the  alterna- 
tive fractional  methods  in  cases  where  the  prescribed  statutory  frac- 
tion is  unsatisfactory,  is  indicated  below. 

We  come,  then,  to  the  question,  who  should  be  given  the  right 
to  object  to  a  prescribed  method? 

If  books  are  kept  that  fairly  reflect  the  income  attributable  to 
the  state,  there  can  be  no  room  for  objection  from  either  party. 
The  only  question  that  can  arise  is,  do  the  books  actually  reflect 
income?  If  the  taxpayer  claims  that  its  books  do  not  fairly  reflect 
income,  it  would  simply  deny  that  it  kept  appropriate  books  and 
would  report  on  the  basis  of  the  statutory  fraction,  unless  that  too 
were  claimed  by  the  taxpayer  to  be  unsatisfactory;  whereupon  the 
procedure  outlined  below  would  be  followed.  If  the  commissioner 
raised  the  question  that  the  books  do  not  fairly  reflect  the  income, 
he  would  simply  reject  the  report  of  the  taxpayer  and  would  assess 
the  tax  on  the  basis  of  the  statutory  fractional  method,  which  if 
not  acceptable  to  the  taxpayer,  would  leave  the  issue  for  the  courts, 
do  the  books  of  the  company  fairly  reflect  the  income  attributable 
to  the  state  ? 

Since  all  the  methods  other  than  extremely  analytical  separate 
accounting  are  more  or  less  approximations  and.  therefore,  more  or 
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less  arbitrary,  under  rulings  of  the  courts,  the  taxpayer  must  be 
given  an  option  to  object.  In  fact,  legislative  permission  to  the 
taxpayer  to  challenge  an  approximation  of  its  income  is  not  neces- 
sary, since  a  constitutional  right  is  always  involved,  i.  e.,  the  tax- 
payer can  always  claim  that  an  artificial  method  of  apportioning 
income  is  not  due  process  of  law  under  the  Fourteenth  Amendment.2 
Apparently,  the  case  is  not  so  clear  for  the  commissioner.  The 
arguments  in  favor  of  giving  the  commissioner  the  right  to  chal- 
lenge an  allocation  fraction  are  as  follows : 

1.  It  has  been  stated  that  taxpayers  have  been  known  to  keep 
separate  accounts  (which  might  be  done  surreptitiously)  to  test  out 
the  amount  of  tax  payable  by  the  use  of  each  of  the  two  methods 
of  separate  accounting  and  statutory  allocation  fraction  and  to 
choose  the  fractional  method  when  it  indicates  the  lower  tax,  or  to 
claim  the  right  to  use  the  separate  accounting  method  if  it  indi- 
cates a  lower  tax.  To  avoid  this  situation  it  has  been  suggested 
that  either  separate  accounting  should  be  required  of  all  companies 
and  the  taxpayer  should  bear  the  burden  of  establishing  its  im- 
practicability, or  the  tax  commissioner  should  be  given  equal  privi- 
lege with  the  taxpayer  to  call  for  separate  accounting  if  he  thinks 
the  fraction  did  not  yield  a  fair  result. 

2.  Since  the  taxpayer  always  has  its  remedy  in  the  courts  and 
may  go  through  all  of  them  to  the  Supreme  Court  of  the  United 
States  on  the  constitutional  question  of  due  process,  it  would  seem 
only  fair  that  the  commissioner  should  have  the  same  right;  if  it 

2  In  several  of  the  deliberations  of  the  committee,  the  question  was 
raised,  what  have  the  courts  said  on  the  subject  of  the  allocation  fraction? 
That  subject  was  thoroughly  covered  in  the  report  of  the  Committee  on 
Standardization  and  Simplification  of  Business  Taxes  in  iQ2q.  (The  present 
committee  has  been  merged  with  the  committee  that  made  that  report.) 
Here  all  that  is  necessary  is  to  bring  the  information  contained  in  that 
report  (see  Proceedings  of  1929,  pages  152  to  184)  up  to  date.  On  page 
160  the  committee  said  that  the  burden  of  proving  an  allocation  fraction 
unreasonable  and  unwarrantable  was  on  the  taxpayer.  The  Underwood 
Typewriter  case  was  cited  as  authority  for  the  proposition  that  if  the  tax- 
payer cannot  bear  the  burden,  the  fraction  will  be  upheld.  It  was  implied, 
and  fairly  directly  stated  in  point,  (d)  that  if  in  any  given  case  the  tax- 
payer could  bear  that  burden  of  proof,  it  would  be  successful.  On  April 
13,  193 1  the  Supreme  Court  of  the  United  States  decided  the  case  of  Hans 
Rees'  Sons,  Inc.  v.  North  Carolina  (51  S.  Ct.  385),  in  which  the  Court  gave 
an  opinion  in  conformity  with  this  statement.  (For  criticisms  of  this  case, 
see  Yale  Law  Journal,  June  1931.) 

In  point  (f),  beginning  on  page  160,  the  question  was  asked,  "Can 
interstate  sales  be  used  in  the  allocation  fraction?"  The  Supreme  Court 
lias  since  stated  that  interstate  sales  can  be  so  used  in  an  allocation  frac- 
tion, even  where  9/nths  of  the  business  done  and  used  in  the  allocation 
fraction  consisted  of  interstate  commerce.  This  principle  can  undoubtedly 
be  applied  to  an  income  tax,  although  it  was  in  that  case  applied  to  a 
tax  on  capital  stock.  Western  Cartridge  Co.  v.  Emmerson,  5°  S.  Ct.  3S3, 
281   U.  S.  511. 
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is   not   given   to   him   by   the  law,   he   must    follow    the    fractional 
method  prescribed  by  the  law  and  has  no  recourse  to  the  courts. 

The  arguments  against  giving  to  the  commissioner  the  option  to 
challenge  the  statutory  fraction  are : 

1.  If  both  parties  have  the  option,  there  is  really  no  standard. 

2.  If  the  commissioner  is  given  the  option  to  object  to  the  statu- 
tory fraction,  he  really  has  the  ultimate  authority  to  say  which 
method  shall  be  used,  and  the  taxpayer  runs  the  danger  of  being 
subject  not  to  a  tax  law,  but  to  a  tax  administrator. 

On  this  subject,  it  is  fair  to  quote  what  the  committee  named  by 
the  National  Tax  Association  to  study  the  allocation  fraction  re- 
ported in  1922.  The  committee  said  that  it  had  considered  the 
question,  "  whether  departure  from  the  statutory  formula  should 
lie  only  on  application  of  the  taxpayer  for  relief,  or  whether  the 
tax  commission  itself  should  have  power  to  drop  the  formula  and 
allocate  the  taxable  income  in  some  other  way.  There  was  a  dif- 
ference of  opinion  among  the  members  of  the  committee  on  this 
point,  but  the  majority  are  of  the  opinion  that  no  substantial  change 
should  be  made  in  Section  310  which,  as  now  drawn,  provides  for 
departure  from  the  statutory  rule  only  on  application  of  the  tax- 
payer. If  the  tax  commission  wishes  to  adopt  another  method  of 
apportionment  which  will  decrease  the  tax,  no  doubt  the  taxpayer 
can  be  prevailed  upon  to  file  an  application.  On  the  other  hand, 
if  the  tax  commission  can  freely  depart  from  the  statutory  rule  for 
the  purpose  of  increasing  the  tax,  this  power  would  no  doubt  be 
exercised  in  many  cases  judiciously  and  cautiously,  but  in  other 
cases  it  might  not.  Inequality  between  individuals  would  creep  in : 
differences  between  state  practices  develop  and  uniformity,  the 
prime  essential,  would  be  lost.  It  seems  fair  to  assume  that  any 
rule  generally  adopted  will,  on  the  average,  give  the  state  all  it  is 
entitled  to,  and  that  the  great  majority  of  taxpayers  will  pay  on 
this  basis  without  question.  It.  therefore,  seems  no  hardship  to 
the  state  that  departure  from  the  rule  shall  be  made  only  on  the 
application  of  the  taxpayer  for  relief  in  extreme  cases."  (Proceed- 
ings 1922,  pages  210,  211.) 

3.  If  the  tax  commissioner  is  given  the  option,  he  can  simply 
rule  that  he  will  not  accept  the  allocation  fraction  in  any  case  till 
he  sees  the  separate  accounts  of  the  taxpayer,  and  he  can  force  at 
least  an  attempt  at  complicated  bookkeeping.  The  National  Tax 
Association  for  years  has  been  trying  to  avoid  just  such  a  result. 
In  taxation,  simplicity  is  a  virtue  second  to  none. 

4.  We  would  run  the  risk  of  losing  not  only  simplicity  but  also 
uniformity.  Each  tax  commissioner  could  select  the  method  best 
suited  for  his  jurisdiction;  and  the  taxpayer  would  run  the  risk 
of  paying  a  tax  on  over  100r<  of  its  total  income  to  the  group  of 
states  in  which  it  does  business. 
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5.  If  a  uniform  fraction  is  used  and  is  adhered  to  by  all  the 
states,  each  state  on  an  average  is  likely  to  get  a  fair  proportion 
of  the  income  of  all  the  taxpayers  that  do  business  within  its  bor- 
ders. In  some  cases  tbe  income  may  be  too  small ;  in  others  it  may 
be  greater  than  is  justly  attributable  to  the  state,  but  the  errors 
will  offset  one  another. 

6.  If  the  tax  commissioner  is  given  the  option  to  force  separate 
accounting,  then  the  states  as  well  as  the  federal  government  must 
be  prepared  to  go  to  the  expense  of  auditing  the  accounts.  With 
an  allocation  fraction,  the  states  may  accept  with  minor  adjust- 
ments the  income  reported  to  the  federal  government  as  the  base 
to  be  apportioned. 

In  conclusion,  it  would  seem  that  in  spite  of  all  that  is  said 
against  giving  the  commissioner  the  option  to  challenge  the  frac- 
tion as  the  final  and  only  method  allowed  by  tbe  law  to  apportion 
the  income  where  separate  accounts  are  not  kept,  it  is  more  im- 
portant that  some  adjustment  of  a  statutory  allocation  fraction  be 
permitted,  than  that  a  system  of  accurate  separate  accounting  be 
•forced  on  the  taxpayer.  But  if  the  tax  commissioner  cannot  insist 
upon  separate  accounts,  he  should  at  least  be  given  the  option  to 
challenge  the  reasonable  accuracy  of  a  prescribed  fraction,  especi- 
ally if  restrictions  are  placed  on  the  method  of  challenging  that 
will  prevent  arbitrary  and  despotic  action. 

CONDITIONS  THAT   MUST   BE   SHOWN  TO   EXIST  TO 

JUSTIFY   OBJECTION   TO   PRESCRIBED    METHOD 

OF    APPORTIONMENT 

We  have  shown  that  while  separate  accounting  may  be  in  some 
cases  the  most  accurate  method  of  apportioning  income,  it  is  too 
expensive  and  cumbersome  in  most  cases  for  the  taxpayer  to  be 
the  prescribed  method ;  that  a  fractional  method  prescribed  by  the 
statute  uniformly  for  all  businesses  is  likely  to  be  the  most  satis- 
factory, and  that  in  the  absence  of  a  voluntary  system  of  separate 
accounts  that  undeniably  fairly  reflects  income  attributable  to  a 
state,  the  statutory  fraction  should  be  the  primary  method  estab- 
lished by  the  law ;  that  this  primary  method  cannot  be  forced  upon 
the  taxpayer  if  it  is  unreasonable  in  an  individual  case,  even 
though  its  general  principle  is  reasonable ;  and  that  under  restric- 
tions that  place  some  burden  of  proof  on  the  tax  commissioner,  he 
should  be  given  the  option  to  show  that  an  application  of  the  frac- 
tion in  an  individual  case  will  yield  a  tax  below  that  to  which  the 
state  is  reasonably  entitled.  This  brings  us  squarely  to  the  next 
question,  what  conditions  ought  to  be  shown  to  exist  by  either 
party  challenging  the  fairness  of  a  prescribed  allocation  fraction? 

If  the  taxpayer  wishes  to  challenge  the  fairness  of  the  fraction, 
it  should  bear  the  burden  of  establishing  that  the  fraction,  ''albeit 
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fair  on  its  face,  operates  so  as  to  reach  profits  which  are  in  no 
sense  attributable  to  transactions  within  its  jurisdiction."  (Note: 
The  quotation  is  from  the  opinion  in  Hans  Rees'  Sons  v.  North 
Carolina,  51  S.  Ct.  385.)  A  reading  of  the  cases  involving  alloca- 
tion fractions  will  indicate  that  the  taxpayer  probably  relied  for 
his  proof  on  schedules  prepared  from  its  books,  supported  undoubt- 
edly by  expert  testimony.3  The  brief  for  the  taxpayer  in  the 
Hans  Rccs  case,  supra,  states,  page  33,  "  the  parties  stipulated  that 
the  original  books  of  the  appellant  need  not  be  introduced  in  evi- 
dence as  a  foundation  of  the  testimony  of  the  witnesses  based  on 
said  books." 

If  the  commissioner  is  given  an  option  to  contest  the  appropriate- 
ness of  the  application  of  the  statutory  fraction  to  a  given  case 
and  desires  to  exercise  the  option,  he  will  not  know  what  a  separate 
accounting  actually  would  show,  because  under  the  suggestions 
made  in  this  report,  if  separate  accounts  that  fairly  reflect  the  in- 
come attributable  to  the  state  were  kept,  they  would  become  the 
prescribed  method  and  the  allocation  fraction  would  not  be  used 
at  all.  Moreover,  since  he  is  not  to  be  given  the  power  to  demand* 
a  separate  accounting,  he  could  not  prepare  the  same  sort  of  sched- 
ules that  would  be  available  to  the  taxpayer.  The  commissioner, 
therefore,  would  have  to  rely  on  an  empirical  method  of  establish- 
ing the  inadequacy  of  the  statutory  fraction.1 

PROCEDURE   WHERE   PRESCRIBED    METHOD   OF 
APPORTIONMENT    IS   CHALLENGED 

A  reading  of  the  various  statutes  collected  in  the  Appendix  will 
reveal  that  the  procedure  of  adjusting  the  method  of  apportioning 

3  The  following  cases  involving  allocation  fractions  have  come  before  the 
United  States  Supreme  Court.  They  are  in  addition  to  those  mentioned 
above  in  this  report  and  those  cited  in  the  report  of  the  committee  in  the 
Proceedings  of  1929.  Fargo  v.  Hart,  193  U.  S.  490;  Oklahoma  v.  Wells 
Fargo,  223  U.  S.  298;  Illinois  Central  v.  Greene,  244  U.  S.  555;  Wallace 
v.  Ilines,  253  U.  S.  66;  Southern  Kail-way  v.  Kentucky,  274  U.  S.  76; 
Adams  Express  Co.  v.  Ohio,  165  U.  S.  194;  Adams  Express  Co.  v.  Indiana, 
165  U.  S.  255;  Bass,  Ratcliff  fc  Gretton  v.  Commission,  266  U.  S.  271; 
Great  Northern  Railway  v.  Minnesota,  278  U.  S.  503;  Pullman  Co.  v. 
Richardson,  261  U.  S.  330;  Western  Union  Telegraph  Co.  v.  Mass.,  12? 
U.  S.  530;  Pullman  Palace  Car  Co.  v.  Penna.,  141  U.  S.  18;  Pittsburgh  Rd. 
v.  Backus,  154  U.  S.  421  ;  Henderson  Bridge  Co.  v.  Kentucky.  166  U.  S. 
150;  American  Refrigerator  Transit  Co.  v.  Hall,  174  U.  S.  70 ;  Union  Re- 
frigerator Co.  v.  Lynch,  177  U.  S.  149;  U.  S.  Express  Co.  v.  Minnesota, 
223  U.  S.  335;  Louisville  <S°  Nashville  Rd.  v.  Greene,  244  U.  S.  522; 
Cudahy  Packing  Co.  v.  Minnesota,  246  U.  S.  450;  National  Leather  Co.  v. 
Mass.,  277  U.  S.  413. 

4  In  Connecticut,  for  example,  the  statute  provides  :  "  In  calculating  the 
net  income,  the  tax  commissioner  shall  have  regard  to  the  fair  profits  which 
would  normally  arise  from  the  conduct  of  such  trade  and  business."  See 
Appendix. 
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the  income  is  an  important  part  of  the  problem.  The  courts  have 
held  in  cases  too  numerous  to  require  citation  that  where  an  admin- 
istrative procedure  is  set  forth  in  the  law,  it  must  be  followed  with 
great  care  or  else  the  party  desiring  to  appeal  to  the  courts  will 
be  deemed  to  have  waived  its  rights.5 

Most  of  the  statutes  (see  Appendix)  apparently  dump  the  whole 
matter  into  the  lap  of  the  state  tax  commission.  It  would  seem, 
however,  that  some  procedure  such  as  the  following  should  be  used 
to  insure  protection  to  both  parties.  We  will  do  well  to  give  a 
complete  outline  for  a  statutory  plan  for  apportionment. 

A.  The  separate  accounting  is  to   be   used   if   the  taxpayer   keeps 
books  that  fairly  reflect  the  income  attributable  to  the  state. 

B.  In  the  absence  of  such  books  a  statutory  allocation  fraction  is 
to  be  prescribed. 

1.  If  the  taxpayer  contends  that  the  statutory  fraction  is  not 
applicable  to  its  case,  the  following  procedure  will  be  fol- 
lowed : 

a.  Taxpayer  will  submit  some  other  method,  which  may 
vary  the  base  or  the  fraction." 

b.  If  not  acceptable  to  commissioner,  he  will  make  assess- 
ment he  thinks  appropriate,  indicating  clearly  means 
of  arriving  at  amount  of  assessment.  Commissioner 
may  simply  follow  statutory  fraction  or  use  any 
method  he  thinks  appropriate. 

c.  Within  reasonable  time  thereafter,  if  parties  cannot 
agree,  taxpayer  will  resort  to  courts. 

aa.  Taxpayer  must  bear  the  burden  of  showing: 

aaa.  That  it  does  not  keep  books  that   fairly 
reflect    the    income    attributable    to    the 
state, 
bbb.  And  that   statutory   fraction   is   inappro- 
priate. 

ccc.   And   one    of    its    alternative    methods    is 

appropriate, 
ddd.  And  in  what  particulars  the  calculation 

made  by  commissioner  is  erroneous. 

5  See  for  example,  Gorham  Mfg.  Co.  v.  Commission  (1924),  266  U.  S.  265. 

6  The  various  reports  to  the  National  Tax  Association  have  been  in  agree- 
ment that  items  that  can  be  specifically  allocated  to  a  given  state  should  be 
specifically  allocated  and  should  be  taken  out  of  the  general  net  income  of 
the  taxpayer  that  will  be  subject  to  apportionment  among  the  various  states. 
This  point  was  covered  in  its  legal  aspect  in  the  report  of  1929  under  point 
(c)   on  page  159.     The  principle  is  reaffirmed  here. 
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bb.  Commissioner  will  give  such  facts  as  support 
his  assessment,  including  results  of  empirical 
study. 

(1.  Court  will   fix  tax.     This  process  in  effect  will  indi- 
cate   appropriate    method    of    apportioning    taxpayer's 
income  to  the  state.7 
2.   If  the  commissioner  contends  that  the  statutory  fraction  is 
inappropriate,  the  following  procedure  will  be  followed: 

a.  Commissioner  will  make  tentative  assessment  on  such 
basis  as  he  thinks  appropriate,  clearly  indicating 
method  used. 

1).  Taxpayer  will  then  indicate  its  objections  and  submit 
alternative  plan  or  plans  if  it  desires. 

c.  Commissioner  then  will  make  final  assessment  indicat- 
ing basis  used  and  objection-  to  taxpayer's  alternative 
suggestions. 

d.  Within  reasonable  time  thereafter  taxpayer  must  pay 
tax  on  statutory  basis  (  which  amount,  if  commissioner 
alone  objects  to  statutory  fraction,  represents  what 
taxpayer  is  willing  to  pay;  and  which  amount,  if  both 
object,  is  in  excess  of  taxpayer's  idea  of  appropriate 
tax,  whereupon  the  excess  should  be  held  by  commis- 
sioner or  state  treasurer  subject  to  refund  on  the 
court's  orders). 

e.  Question  then  goes  to  court. 

aa.   If  both  parties  challenge,  either  may  make  the 
petition  and  procedure  practically  same  as  above 
(B,  1,  c)  or  B.  2.  e.  bb.  below. 
bb.   If  commissioner  alone  challenges: 

aaa.  Commissioner  must  petition  and  bear 
burden  of  showing  that  statutory  fraction 
inappropriate.  This  he  will  do  probably 
by  use  of  empirical  method. 
libl).  Taxpayer  may  do  any  or  all  of  fol- 
lowing : 

aaaa.  Sustain  statutory  method, 
bbbb.  Sustain  its  own  alternatives. 
cccc.   Simply  attack  the  empirical  cal- 
culations of  the  commissioner. 

7  Under  Pub.  £7/7.  Com.  Dist.  of  Col.  v.  Potomac  Elect,  Power  Co. 
(1923),  261  U.  S.  428,  court  probably  cannot  prescribe  a  method,  since  that 
would  be  a  usurpation  of  legislative  power,  but  its  decree  will  indicate  an 
appropriate  method. 
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cc.   Court    may    fix    tax    and    indicate    appropriate 
method.     (See  footnote  7.) 

This  procedure  may  seem  to  he  complicated.  It.  in  fact,  gives 
each  party  an  opportunity  to  know  very  definitely  the  viewpoint  of 
the  other,  and  if  they  are  reasonable,  they  should  he  able  to  come 
to  some  agreement  before  the  procedure  is  exhausted  by  resort  to 
the  courts. 

In  conclusion,  we  wish  to  repeat  that  the  committee  in  some  of 
its  tentative  drafts  of  a  report  considered  other  questions  just  as 
important  as  the  present.  It  did  not  have  time  to  complete  its 
deliberations  in  respect  to  those  subjects,  and  if  this  conference 
desires,  the  committee  will  probably  be  ready  to  continue  its  studios 
into  those  problems. 

Respect  fully  submitted. 

John  S.  Edwards 

Morris  Frey 

Fred  R.  Fairchild 

Charles  W.  Gerstexberg 

Mark  Graves 

Henry  F.  Long 

Harley  L.  Lutz 

Blaine  F.  Moore 

Ray  L.  Riley 

James  L.  Sayler 

H.    P.    SXEED 

J.  T.  White 

Fraxklix   S.  Edmonds,  Chairman. 

APPENDIX 
The  following  states  have  corporate  income  taxes : 

Arkansas  Missouri  Pennsylvania 

California  Montana  South  Carolina 

Connecticut  New  York  Tennessee 

Georgia  North  Carolina  L'tah 

Idaho  North  Dakota  Vermont 

Massachusetts  Oklahoma  Virginia 

Mississippi  Oregon  Wisconsin 

In  the  case  of  each  state,  the  points  outlined  follow  the  following 
subject  legend  and  are  so  numbered : 

I.  Name  of  state  and  citation  of  income  tax  statute. 
IT.  Nature   of    allocation    or    apportionment    factor    and    where 
prescribed. 
III.  May  the  taxing  authorities  require  a  separate  accounting  of 
state  income  ? 
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IV.  Has  the  commissioner  the  power  in  his  discretion  to  make 
general  or  agreed  adjustments  where  statutory  allocation 
provisions  are  shown  not  to  apply  or  to  work  injustice? 
If  so,  the  provision  is  quoted. 

I 
ARKANSAS— Act  118  of  1929. 

II 

Domestic  corporations  pay  on  entire  net  income. 

Foreign  corporations  pay  on  that  portion  of  their  income  that  is 
derived  from  sources  within  the  state. 

Xo  fraction  prescribed  by  law.  But  see  1929  Report  (N.  T.  A., 
p.  163). 

Ill 

No  provision. 

IV 

"  In  the  case  of  gross  income  derived  from  sources  partly  within 
and  partly  without  the  State  the  net  income  may  first  be  computed 
by  deducting  the  expenses,  losses,  or  other  deductions  apportioned 
or  allocated  thereto,  and  a  ratable  part  of  any  expenses,  losses,  or 
other  deductions  which  cannot  definitely  be  allocated  to  some  item 
or  class  of  gross  income;  and  the  portion  of  such  taxable  income 
attributable  to  sources  within  the  State  may  be  determined  by  pro- 
cesses or  formulas  of  general  apportionment  prescribed  by  the  Com- 
missioner with  the  approval  of  the  Governor."  [Sec.  15,  (3  a). 
See  also  Sec.  15,  (3  b).] 

I 

CALIFORNIA  — Annual  franchise  (income)  tax,  Stats.  1929, 
c.  13,  as  amended  by  Stats.  1931,  c.  64,  65. 

II 

Allocation  fraction  applies  to  domestic  and  foreign  corporations. 

Fraction  is  not  prescribed  in  statute.  For  fraction  constructed 
from  form  furnished  by  the  Franchise  Tax  Commissioner,  see  1929 
Report  (N.  T.  A.,  p.  163.  note  6,  p.  181). 

Ill 

Yes.  See  IV  below.  A  ruling  of  the  Franchise  Tax  Commis- 
sioner provides  :  A  corporation  doing  business  within  and  without 
California,  which  keeps  accounts  of  the  income  of  each  branch  or 
agency  which  actually  reflect  the  net  income  from  sources  within 
State  of  each  branch,  should  report  as  its  net  income  subject  to  tax 
the  income  derived  from  the  branches  or  agencies  maintained  within 
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the  State.  In  all  cases,  however,  a  report  is  required  of  gross  in- 
come of  corporation  from  all  sources  accompanied  by  a  statement 
showing  the  manner  in  which  income  from  sources  within  State 
was  determined.  Where  corporation  does  not  keep  accounts  of  the 
income  of  each  branch  or  agency  separately  in  such  way  as  to 
reflect  accurately  the  net  income  from  sources  within  State,  cor- 
poration should  submit  with  its  return  a  basis  of  apportionment 
which  in  its  opinion  will  make  the  correct  apportionment  and  fully 
explain  that  basis.  (Letter  of  Franchise  Tax  Commissioner,  dated 
May  22.  1929.) 

IV 

Yes. 

*'  The  portion  of  net  income  derived  from  business  done  within 
this  State  shall  be  determined  by  an  allocation  upon  the  basis  of 
sales,  purchases,  expenses  of  manufacture,  payroll,  value  and  situs 
of  tangible  property,  or  by  reference  to  these  or  other  factors,  or 
by  such  other  method  of  allocation  as  is  fairly  calculated  to  assign 
to  the  State  the  portion  of  net  income  reasonably  attributable  to 
the  business  done  within  this  State  and  to  avoid  subjecting  the  tax- 
payer to  double  taxation. 

'"  If  the  Commissioner  reallocates  net  income  upon  his  examina- 
tion of  any  return,  he  shall,  upon  the  written  request  of  the  tax- 
payer, disclose  to  him  the  basis  upon  which  his  reallocation  has 
been  made." 


CONNECTICUT— Income  Tax.  G.  S..  §  1394,  as  amended  by 
P.  A.  1921.  c.  382.  §  3. 

II 

Allocation  fraction  is  prescribed  by  statute  for  domestic  and  for- 
eign corporations.  See  Report  1929  (National  Tax  Association,  p. 
164.  and  note  8,  p.  181). 

Ill 
Yes.     See  IV  below. 

IV 

Yes. 

*'  Where  the  Tax  Commissioner  has  reason  to  believe  that  any 
corporation  taxable  under  the  provisions  of  chapter  73  of  the  gen- 
eral statutes  as  amended,  conducts  its  business  so  as  either  directly 
or  indirectly  to  distort  its  true  net  income,  and  the  net  income 
properly  attributable  to  the  State,  whether  by  the  arbitrary  shifting 
of  the  income  through  price  fixing,  charges  for  service  or  other- 
wise, whereby  the  net  income  is  arbitrarily  assigned  to  one  or  an- 
ither  unit  in  a  group  of  taxpayers  carrying  on  business  under  a 
substantially  common  control,  he  may  require  such  information  as 
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may  be  necessary  for  the  computation  of  the  entire  net  income,  and 
the  net  income  properly  attributable  to  the  State.  In  calculating 
the  net  income,  the  Tax  Commissioner  shall  have  regard  to  the  fair 
profits  which  would  normally  arise  from  the  conduct  of  such  trade 
and  business."     P.  A.  1921,  c.  382,  §  2. 

I 

GEORGIA— Income  Tax,   E.  S.  L.   1931,  Act  13. 

II 

Statute  provides  for  allocation  and  apportionment  of  income  for 
both  domestic  and  foreign  corporations. 

If  the  trade  or  business  is  carried  on  entirely  within  the  State. 
the  tax  shall  be  imposed  on  the  entire  business  income,  but  if  such 
trade  or  business  is  carried  on  partly  within  and  partly  without  the 
State,  the  tax  shall  be  imposed  only  on  the  portion  of  the  business 
income  reasonably  attributable  to  the  trade  or  business  within  the 
State. 

The  remainder  of  the  net  business  income,  after  deduction  of 
interest  and  rents  and  gains  from  the  sale  of  capital  assets,  which 
are  separately  allocated  to  within  and  without  the  State,  is  allocated 
and  apportioned  as  follows : 

Where  income  is  derived  principally  from  the  holding  or  sale 
of  intangible  property: 

Gross  receipts  in  Georgia 
Total  gross  receipts 

Where  income  is  derived  from  business  other  than  the  manufac- 
ture and  sale  of  tangible  personal  property,  or  from  the  holding  or 
sale  of  intangible  property,  or  the  conduct  of  a  public  utility,  such 
income  shall  be  specifically  allocated  or  equitably  apportioned 
within  and  without  the  State  under  rules  and  regulations  of  the 
Commissioner. 

Where  income  is  derived  from  the  manufacture  or  sale  of  tan- 
gible personal  property : 

Tangible  property   within  Georgia  Business  within  Georgia 

Total  tangible  property  Total  business 

The  business  of  the  corporation  shall  be  measured  under  rules  and 
regulations  of  the  Commissioner. 

Ill 
Set'    IV    below. 

IV 

"  If  any  corporation  or  nonresident  shall  employ  in  its  books  of 
account   a   detailed   allocation   of    receipts   and   expenditures    which 
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reflects  more  clearly  than  the  process  or  formulas  prescribed  by  this 
Act,  the  income  attributable  to  the  trade  or  business,  within  the 
State,  application  for  permission  to  base  the  return  upon  the  tax- 
payer's books  of  account  shall  be  considered  by  the  Commissioner. 
Application  must  be  made  at  least  sixty  days  prior  to  the  last  day 
on  which  such  taxpayer's  return  is  to  be  filed,  and  must  be  accom- 
panied bv  a  full  and  complete  explanation  of  the  method  employed." 
E.  S.  L.  1931,  Act.  No.  13,  Sec.  16. 

"  If  any  corporation  or  non-resident  shall  show  by  any  other 
method  of  allocation  than  the  processes  or  formulas  prescribed  by 
this  Act,  that  such  other  method  reflects  more  clearly  the  income 
attributable  to  the  trade  or  business  within  the  State,  application 
for  permission  to  base  the  return  upon  such  other  method  shall  be 
considered  by  the  Commissioner.  The  application  must  be  accom- 
panied by  a  statement  setting  forth  in  detail,  with  full  explanations, 
the  method  the  taxpayer  believes  will  more  nearly  reflect  its  income 
from  business  within  the  State.  If  the  Commissioner  concludes 
that  the  method  of  allocation  and  apportionment  submitted  by  the 
taxpayer  is  in  fact  inapplicable  and  inequitable  he  shall  reject  the 
application  and  so  notify  the  taxpayer,  but  failure  to  receive  such 
notice  shall  not  operate  to  relieve  the  taxpayer  from  liability  for 
filing  the  return  on  its  due  date  and  under  the  allocation  and  ap- 
portionment method  as  prescribed  bv  this  Act."  E.  S.  L.  1931, 
Act.  No.  13,  Sec.  17. 

''  The  Commissioner  may,  from  time  to  time,  make  such  rules 
and  regulations,  not  inconsistent  with  this  Act,  as  he  may  deem 
necessary  to  enforce  its  provisions,  and  the  same  shall  have  full 
force  and  effect  of  law."     E.  S.  L.  1931,  Act.  No.  13,  Sec.  54. 


IDAHO— Income  Tax-Extra  Session  L.  1931,  c.  2. 

The  income  tax  becomes  effective  May  12,  1931.  It  is  thought 
that  the  act  is  unconstitutional  under  the  present  constitution.  A 
constitutional  amendment  therefore  has  been  submitted  with  the 
idea  in  mind  that  if  the  court  holds  that  the  income  tax  law  is  at 
present  unconstitutional,  the  amendment  will  in  the  meantime  have 
been  made,  and  the  two  years'  time  which  it  takes  to  get  the  amend- 
ment through  will  be  saved. 

II 

Law  contains  this  provision  as  to  allocation: 

"If  the  income  of  any  person  from  sources  within  the  State 
cannot  be  properly  segregated  from  income  without  the  State,  then, 
in  that  event,  the  amount  of  the  net  income  returned  shall  be  that 
proportion  of  the  taxpayer's  total  net  income  which  the  taxpayer's 
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gross  business  done  in  the  State  of  Idaho  bears  to  the  total  gross 
business  of  the  taxpayer,  and  apportionment  shall  be  made  under 
rules  and  regulations  prescribed  by  the  Commissioner,  giving  con- 
sideration to  sales,  property  and  payroll  and  such  other  factors  as 
may  be  deemed  applicable."     Sec.  19. 

Ill 
See  II  above. 

IV 

*'  The  Commissioner  shall  with  the  approval  of  the  Governor, 
prescribe  and  publish  all  needful  rules  and  regulations  for  the  en- 
forcement of  this  Act."     Sec.  58. 

I 

MASSACHUSETTS  —  Excise  (Income)  Tax — General  Laws, 
Ch.  63. 

II 

Allocation  fraction  prescribed  for  both  domestic  and  foreign  cor- 
porations.    See  Report  1929  (National  Tax  Association),  page  164. 

An  alternative  method  of  allocation  is  provided  for  foreign  cor- 
porations as  follows : 

*'  A  foreign  corporation  carrying  on  part  of  its  business  outside 
the  Commonwealth  may,  by  notification  to  the  Commissioner  on  or 
before  the  time  when  its  return  under  this  chapter  is  due  to  be 
filed,  refuse  to  accept  the  allocating  method  set  forth  in  the  pre- 
ceding  section.  A  foreign  corporation  which  so  refuses,  and  every 
such  corporation  which  is  foreign  to  the  United  States  and  which 
is  required  to  return  to  the  Federal  Government  only  income  from 
sources  within  the  United  States,  shall,  on  or  before  May  tenth, 
file  with  the  Commissioner,  under  oath  of  its  treasurer,  a  state- 
ment in  such  detail  as  the  Commissioner  shall  require,  showing  the 
amount  of  its  annual  net  income  derived  from  business  carried  on 
within  the  Commonwealth,  and  such  further  information  as  the 
Commissioner  may  require  with  reference  thereto,  and  the  Com- 
missioner  shall  determine  the  amount  of  the  net  income  received 
from  business  carried  on  within  the  Commonwealth.  The  amount 
thus  determined,  after  making  the  deduction  provided  for  by  sec- 
tion forty-two  A,  shall  be  the  net  income  taxable  under  this  chapter 
and  the  foregoing  determination  shall  be  in  lieu  of  the  determina- 
tion required  bv  the  preceding  section.''  Ch.  63,  Sec.  42,  amended 
St.  1926,  c.  338.  Sec.  4. 

"  Corporation  submitting  alternative  method  of  allocation  re- 
quired to  file  written  notification. — A  foreign  corporation  having 
the  optional  right  to  refuse  the  method  of  allocation  of  income  set 
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forth  in  section  41  of  the  law  shall  be  deemed  to  waive  its  right 
unless  it  files  written  notification  of  its  refusal  not  earlier  than  the 
first  day  and  not  later  than  the  tenth  day  of  April  of  the  year  in 
which  it  is  required  to  make  return  of  the  income  to  be  allocated. 
Such  corporation  shall  give  all  the  data,,  called  for  upon  Form 
355B,  and  file  the  same  within  the  usual  filing  time.  It  shall  on 
or  before  the  tenth  day  of  May  next  following  furnish  a  statement 
in  detail  showing  the  amount  of  its  annual  net  income  derived 
from  business  carried  on  within  Massachusetts,  according  to  such 
method  as  it  desires  to  submit  for  consideration  of  the  Commis- 
sioner, and  such  explanatory  statement  as  will  make  clear  the 
method  employed.  The  Commissioner  reserves  the  right  to  require 
such  supplementary  information  as  he  may  deem  necessary  for 
proper  determination  of  the  tax  to  be  paid  or  to  adopt  the  method 
of  allocation  set  forth  in  said  section  41  in  the  event  that  the 
statement  submitted  does  not  in  his  opinion  satisfactorily  indicate 
the  true  amount  of  income  derived  from  business  carried  on  within 
Massachusetts.  The  failure  of  such  corporation  to  file  the  fore- 
going statement  within  the  time  prescribed  shall  be  deemed  to  be 
a  waiver  of  the  claim  for  determination  by  a  method  other  than 
that  set  forth  in  said  section  41."     Regulation  8008. 

"  Statement  of  entire  net  income  required.  —  A  corporation  re- 
quired to  show  its  annual  net  income  derived  from  business  carried 
on  within  Massachusetts  by  a  method  other  than  that  set  forth  in 
section  41  of  the  law  shall  file  a  statement  on  or  before  May  tenth 
showing  its  entire  net  income,  such  portion  as  was  derived  from 
business  carried  on  within  Massachusetts,  and  a  detailed  exposition 
of  the  method  employed  to  ascertain  the  amount  of  income  derived 
from  business  carried  on  in  Massachusetts.  If  the  corporation 
fails  to  file  such  statement  or  such  further  information  as  the 
Commissioner  may  reasonably  request,  the  return  of  the  corpora- 
tion will  be  deemed  insufficient  within  the  meaning  of  section  46 
of  the  law."     Regulation  8009. 

After  computation  and  allocation  of  the  net  income  to  be  used 
as  a  basis  of  the  tax,  domestic  and  foreign  manufacturing  corpora- 
tions are  allowed  a  further  credit  against  the  amount  of  net  income. 
This  credit  consists  of  a  portion  of  such  net  income  determined  by 
the  ratio  of  the  average  fair  cash  value  of  the  machinery  owned 
and  used  in  manufacturing  in  Massachusetts  to  the  average  value 
of  the  total  assets  emploved  in  Massachusetts.  Ch.  63,  38c,  added 
by  St.  1930,  c.  220. 

Mathematically  the  formula  is  as  follows : 

21 
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Average  fair  cash  value  of  machinery 
Total  of  net  owned  and  used  in  manufacture 

income  allocated    X   in  Massachusetts 

to  Massachusetts  Average  value  of  total  assets  employed 

in  Massachusetts 


See  IV  below, 


III 


IV 


*'  Apportionment  of  intangible  assets.1 — Ordinarily,  such  propor- 
tion of  an  intangible  asset  employed  in  business  will  be  deemed  to 
be  employed  in  business  within  Massachusetts  as  that  portion  of 
the  remainder  of  income  allocable  to  Massachusetts  under  the  pro- 
visions of  sction  41  of  the  law  bears  to  the  total  of  said  remainder. 
If.  however,  because  of  the  peculiar  circumstances  of  any  particular 
case  such  method  of  apportionment  does  not  fairly  reflect  the  pro- 
portion of  an  asset  employed  in  business  in  Massachusetts,  the 
corporation  may  submit  its  reasons  for  requesting  determination  by 
another  method.  The  Commissioner  also  reserves  the  right  in  such 
cases  to  make  the  apportionment  by  another  rule,  even  though  the 
corporation  does  not  request  determination  by  another  method ;  but 
in  such  event  the  corporation  will  be  notified."     Regulation  2505. 

See  also  Regulations  8008  and  8009  above. 

'"  The  Commissioner  shall  make  from  time  to  time  such  reason- 
able rules  and  regulations,  consistent  with  sections  thirty  to  fifty- 
one,  inclusive,  as  he  may  deem  necessary  for  carrying  out  their 
provisions."     Ch.  63,  Sec.  47. 

1  Would  seem  to  apply  to  formula  for  machinery  deduction. 

I 
MISSISSIPPI— Ch.  132— Laws  of  1924. 

II 
Foreign  corporations  divided  into  three  classes :  those  with — 

1.  Principal  seat  of  business  located  in  State  from  which  all 
business  is  conducted  and  no  branches  or  property  outside; 

2.  Property  and  branches  within  and  without,  but  which  maintain 
accounting  system  which  clearly  reflects  net  income  earned 
within;   (This  cannot,  however,  be  required.) 

3.  Property  and  branches  within  and  without,  but  no  accounting 
segregation  of  local  earnings. 

Corporations  1  and  2  return  as  domestic  companies,  1 — the  total 
net  income  and  2 — the  separately  kept  local  net  income.     Class  3 
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is  further  classified  into  the  following  identifications  according-  to 
nature  of  business  as 

A — Manufacturing 

B — Trading 

C — Personal  Service  and  Special  Cases. 

A  specific  and  somewhat  complicated  apportionment   ratio  is  pro- 
vided for  each  of  the  above  identifications.     (Reg.  1,  Art.  168.) 

Income  of  Class  3  corporations  is  divided  into  two  classes: — 1, 
that  from  sources  within  the  State  (specifically  defined  in  the  stat- 
ute) which  is  entirely  taxable  and  2,  that  from  sources  partly  within 
and  partly  without  the  State  to  which  the  above  apportionment 
ratios  are  applied.     (Sec.  15.) 

Ill 


Xo. 
Xo. 


IV 
I 


MISSOURI— H.  B.  183—1931. 

II 

If  segregation  possible  no  allocation  allowed;  if  not,  taxpayer 
may  elect  to  use  following  allocation : 

intrastate  sales  (or  business)  ~j-  ]/z  of  sales  (or  business) 
partly  within  and  partly  without 
total  sales  (or  business) 

(Sec.  10,  115  Subdiv.  "Third".) 

This  election  is  made  either  (1)  by  filing  written  notice  before 
the  due  date  of  the  return  or  (2)  by  failing  to  keep  books  and 
records  in  such  manner  as  to  show  the  net  income  applicable  to 
the  State. 

Ill 

Yes — if  possible. 

"  Xo  apportionment  will  be  allowed  in  cases  where  it  is  possible 
to  definitely  allocate ;  and  firms  must  keep  their  accounts  in  such 
manner  as  to  show  what  portion  of  the  income  was  derived  within 
the  State  and  what  without."     Regulations,  p.  4. 

Xote. — This  power  to  require  separate  accounting  is  qualified  to 
the  "  if  possible  "  basis  by  the  statute  which  provides  the  allocation 
formula  ''  where  income  results  from  a  transaction  partially  in  this 
State  and  partially  in  another  state  or  states  and  income  and  de- 
ductions of  the  portion  in  the  State  cannot  be  segregated,  then. 
.  .  .  ."     (Sec.  10,  115  "Third".) 
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IV 

Yes. 

"  Provided,  however,  that  if  such  corporation  shall  keep  its  books 
and  records  so  as  to  show  by  any  other  method  of  allocation  be- 
tween this  State  and  other  states  involved  of  net  income  from  trans- 
actions partially  within  and  partially  without  this  State,  including 
gross  income  and  deductions  applicable  thereto,  and  such  method 
shows  the  net  income  applicable  to  this  State  including  gross  in- 
come and  deductions  applicable  thereto,  and  such  method  shows 
the  net  income  applicable  to  this  State  including  gross  income  and 
deductions  applicable  thereto,  then  it  may,  on  or  before  sixty  days 
before  the  end  of  any  taxable  year  petition  the  State  Auditor,  in 
writing,  to  be  permitted  in  its  return  required  to  be  filed  to  appor- 
tion to  this  State  according  to  the  method  shown  by  such  books  or 
records,  and,  if  the  State  Auditor  finds  that  such  method  does  not 
show  the  net  income  applicable  to  this  State  including  gross  income 
and  the  deductions  applicable  thereto,  he  shall  notify  such  corpora- 
tion at  least  thirty  days  prior  to  the  last  day  on  which  such  cor- 
poration's return  for  said  taxable  year  is  to  be  filed,  that  it  may 
use  said  method  as  long  as  such  method  shows  the  net  income 
applicable  to  this  State,  including  gross  income  and  deductions 
applicable  thereto;  said  corporation  shall  cease  using  such  method 
whenever  the  Auditor  finds  and  notifies  such  corporation  on  or 
before  ninety  days  before  the  end  of  the  taxable  year,  that  such 
method  does  not  so  show.  Upon  and  after  such  revocation,  the 
Corporation  shall  be  permitted  to  petition  to  use  another  method  of 
allocation  that  will  show  such  net  income  including  gross  income 
and  deductions  applicable  thereto  as  though  no  petition  had  ever 
been  filed.  Failure,  after  a  method  has  been  revoked  by  the  Audi- 
tor, to  submit  a  method  which  the  Auditor  finds  will  show  such  net 
income  applicable  to  this  State  including  gross  income  and  deduc- 
tions applicable  thereto,  on  or  before  sixty  days  before  the  end  of 
any  taxable  year,  or  failure  to  make  a  return  on  the  basis,  which 
has  been  approved  by  the  Auditor  on  petition  of  the  corporation 
and  which  stands  unrevoked,  shall  constitute  an  election  to  accept 
the  determination  of  net  income  applicable  to  this  State  by  multi- 
plying the  total  net  income  from  all  sources  by  the  fraction  deter- 
mined in  the  manner  herein  set  forth."      (Sec.  10,  115  Seventh.) 

I 

MONTANA— Revised  Code  1921— Sees.  2296  ff. 

II 

Net  earnings  for  State  determined  by  deducting  from  gross 
intrastate  earnings  the  proportion  of  expenses  as  total  expenses 
are  to  total  gross  earnings.     (Sec.  2298.) 


Xo. 
Xo. 
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III 
IV 


I 

NEW   YORK— Art.  9  A— Tax  Law. 

II 

Sec.  214  provides  the  following  allocation  ratio: 

Average  monthly  value  of  State  assets  to  average  monthly 
value  of  total  assets  (assets  are  defined  in  the  statute). 

Ill 
Xo. 

IV 

Yes. 

"  If  it  shall  appear  to  the  Tax  Commission  that  the  segregation 
of  assets  shown  by  any  report  made  under  this  article  does  not 
properly  reflect  the  corporate  activity  or  business  done,  or  the  in- 
come earned  from  corporate  activity  or  from  business  done  in  this 
State  because  of  the  character  of  the  corporation's  business  and  the 
character  and  location  of  its  assets,  the  Tax  Commission  is  author- 
ized and  empowered  to  equitably  adjust  the  tax  upon  the  basis  of 
the  corporate  activity  or  the  business  done  within  and  without  the 
State  rather  than  upon  capital  or  assets  only."     [Sec.  211   (11).] 

I 
NORTH  CAROLINA— Rev.  Act  of  1931— Art.  IV. 

II 
Sec.  311 — II,  allocates  income  to  state  as  follow--: 
Proportion  of  entire  net  earnings  as  follows : 

(a)  For  corporations  manufacturing,  collecting,  assem- 
bling, processing,  etc.  an  arithmetical  average  of  2 
ratios : 

(  1  )  fair  cash  value  of  tangible  assets  in  State  on 
closing  date  of  fiscal  year  to  fair  cash  value  of 
total  tangible  assets  (no  deduction  for  encum- 
brances) ; 

(2)  total  cost  of  manufacturing,  collecting,  assem- 
bling, processing,  etc.  within  State  to  total  cost 
of  manufacturing,  etc.  ("cost''  defined  by  the 
statute). 
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(b)    For    corporations    selling,    distributing,    dealing,    etc., 
an  arithmetical  average  of  2  ratios: 

(1)  same  as  (1)  above; 

(2)  total  sales  made  through  or  by  offices,  agencies 
or  branches  located  in  State  to  total  sales  every- 
where. 

Xote. — Reciprocal  credits  are  allowed  for  portion  of  taxes  paid 
other  states.     (Sec.  325.) 


Xo. 
Xo. 


Ill 
IV 

I 


NORTH  DAKOTA— Ch.  34  — Laws  of  1925  as  amended  bv 
H.  B.  165.  Laws  of  1931. 

II 

Under  Sec.  2346  a  7  (as  amended)  the  Commissioner  may 
accept  a  separate  accounting  as  the  basis  for  allocation ;  or  he  may 
equitably  adjust  the  tax  under  the  provisions  of  the  law  which 
follows : 

"  If  it  shall  appear  to  the  Tax  Commissioner  that  the  segregation 
of  assets  shown  by  any  report  made  under  this  act  does  not  prop- 
erly reflect  the  corporate  activity  or  business  done,  or  the  income 
earned  from  corporate  activity  or  from  business  done  in  this  State 
because  of  the  character  of  the  corporation's  business  and  the  char- 
acter and  location  of  its  assets,  the  Tax  Commissioner  is  authorized 
and  empowered  to  equitably  adjust  the  tax. 

"  In  determining  the  entire  net  income  for  purposes  of  equitable 
taxation  under  this  section,  the  Tax  Commissioner  may  determine 
the  portion  of  net  income  derived  from  business  done  within  the 
State  by  an  allocation  upon  the  basis  of  sales,  purchases,  expenses 
of  manufacture,  payroll,  value  and  situs  of  tangible  property,  or 
by  reference  to  these  or  other  facto r.s,  or  by  such  other  method  of 
allocation  as  is  fairly  calculated  to  assign  to  the  State  the  portion 
of  net  income  reasonably  attributable  to  the  business  done  within 
this  State.  In  determining  the  entire  net  income  for  purposes  of 
equitable  taxation  under  this  act,  the  Tax  Commissioner  may  in- 
clude income  from  any  source  provided  only  that  the  assets  from 
which  tbe  income  was  derived  shall  be  included  in  any  segregation 
for  the  purpose  of  computing  the  tax." 

Ill 

Xo. 
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IV 

Yes — see  quoted  law  under  II  above. 

I 
OKLAHOMA— H.  B.  480—1931. 

II 

Xo  allocation  provision  or  formula  in  the  law,  but  tax  limited  to 
income  from  State  sources  [Sec.  6(g)].  Commissioner  may  pro- 
mulgate regulations  (Sec.  20).    As  yet  none  have  been  published. 

Ill 

Xo. 

IV 

Xot  provided  in  law,  but  Commissioner's  power  to  make  regula- 
tions broad  enough  to  so  provide.     Xo  regulations  published  yet. 


OREGOX  — Ch.   427,   Laws  of   1929   as  amended  by   Ch.   273, 
Laws  of  1931. 

II 

Xo  specific  provisions  in  the  law. 

Art.  45  of  Regulations  provides  allocation  formula  as  follows : 
average  (beginning  and  end  of  year) 
value  of  real  and  tangible  personal 
property  in  State 


same  average  value  everywhere 

total  wages,  salaries  and  other  personal 
compensation  paid  in  connection 
with  State  business 
total  of  same  everywhere 


=  x% 


r% 


gross  sales  or  charges  for  services 

performed  in  State  __  z% 

total  of  same  everv where 


Total  percentage  =  xyz% 

Average  percentage  {V$  of  xyzcA  I  =-  Oregon  percent  factor 

III 

Xo. 
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IV 

Xo  —  must  be  cither  on  basis  of  segregated  local  income  or  on 
basis  of  allocation  provided— (Art.  45  of  Regs.). 

I 

PENNSYLVANIA— Pub.  Laws  420— Sec.  27  (1889). 

II 

While  still  in  existence  this  tax  is  not  applicable  to  corporations 
liable  for  capital  stock  tax,  therefore  now  rarely  applied. 

Ill 
No. 

IV 

No. 

I 
SOUTH  CAROLINA- Income  Tax  Act  of  1926. 

II 

Apportionment  formulae  applicable  to  net  income  are  provided  as 
follows : 

(1)  Foreign  corporations  manufacturing  within  the  State   [Sec. 
'  15(1)]. 

Fair  cash  value  (average)  of  real  and  tangible 

personal  property  in  State 

Total  same  wherever  located 

(Except  with  Commissioner's  permission,  on  basis  of  books 
without  allocation  where  books  reflect  true  net  of  business 
in  State.) 

( 2 )  Foreign    corporations    selling    personal    property    produced 
without  State. 

Gross  income  from  sources  partly  within  and  partly  without 
State — deductions  properly  allocated  thereto  and  a  ratable 
part  of  deductions  which  cannot  be  definitely  allocated  to 
any  class  of  gross  income  =  net  income. 

.  value  of  tangible  propertv  in  State 

Vi  of  such  net  income  X 


y'2  of  such  net  income  X 


value  of  total  tangible  property 

gross  sales  within  State 
Total  gross  sales 

III 


Xo. 
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IV 

May  accept  segregation  if  properly  shown  per  books.  This  power 
limited  to  the  one  alternative  in  portion  of  Sec.  15  (1)  quoted 
below : 

"  Provided,  further,  That  when  a  foreign  corporation  or  non- 
resident individual  shows  to  the  satisfaction  of  the  Tax  Commission 
that  their  books  of  accounts  are  kept  in  such  a  manner  as  to 
reflect  the  true  net  income  accruing  or  arising  from  business  trans- 
acted within  the  State,  the  return  may,  with  the  approval  of  the 
Tax  Commission,  be  based  upon  such  books  of  account  and  the 
tax  paid  upon  the  net  income  so  determined." 

I 
TENNESSEE— Ch.  21— Acts  of  1923. 

II 

There  is  no  statutory  provision  for  apportionment. 

Form  E.  T.  100  supplied  by  Commissioner  provides  an  appor- 
tionment formula  as  follows : 

Total  Gross  Sales  to  Customers 

in  Tennessee  \/  Entire  Net  =  Taxable  Earnings 

Total  Gross  Sales  in  Tennessee 

To  taxable  earnings  in  Tennessee  is  added  total  gross  sales 
claimed  as  not  wholly  within  Tennessee  on  mail-order  business 
shipped  by  freight,  express  or  parcel  post. 

Ill 
No. 

IV 
No. 

I 
UTAH— Franchise  Tax  Act— Ch.  39,  Laws  of  1931. 

II 

Allocation  is  applied  to  net  income  (Sec.  23). 

Rents,  interest,  dividends  and  net  gains  from  sale  of  capital  assets 
consisting  of  real  or  tangible  personal  property  must  be  definitely 
divided  into  that  allocated  to  the  State  and  that  allocated  outside 
the  State. 

The  remainder  is  divided  into  three  equal  parts.  A  separate  allo- 
cation formula  is  provided  for  each  one-third,  as  follows : 
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(  1  I   Tangible  Property  in  State 
Total  Tangible  Property 

I  2  )    Wages,  Salaries,  Commissions  and  Other 
Compensation  Assignable  to  State 
Same  to  all  Employees 

i  3  )    Gross  Receipts  Assignable  to  State 
Gross  Receipts  from  all  Business 

III 
Xo. 

IV 

Commissioner  has  discretionary  power  to  accept  other  apportion- 
ments and  adjustments,  under  Sec.  23(6)  (g),  which  follows: 

"  If  in  the  judgment  of  the  Tax  Commission  the  application  of 
the  foregoing  rules  contained  in  subparagraphs  (d)  to  (f)  inclu- 
sive does  not  allocate  to  this  State  the  proportion  of  net  income 
fairly  and  equitably  attributable  to  this  State  it  may  with  such  in- 
formation as  it  may  be  able  to  obtain  make  such  allocation  as  is 
fairly  calculated  to  assign  to  this  State  the  portion  of  net  income 
reasonably  attributable  to  the  business  done  within  this  State  and 
to  avoid  subjecting  the  taxpayer  to  double  taxation." 

I 

VERMONT— H.  B.  239,  Laws  of  1931. 

II 

In  Sec.  3,  the  Commissioner  is  given  power  to  provide  for  allo- 
cation in  Regulations.     Xo  regulations  are  as  yet  promulgated. 

Ill 
Xo. 

IV 

Nothing  in  law — may  appear  in  regulations  when  issued. 

I 
VIRGINIA— Tax  Code.  Ch.  6. 

II 

(1)  On  basis  of  segregation  of  state  income  where  books  clearly 
show  such  separate  accounting. 

(2)  Where  books  are  not  kept  to  show  segregation  of  state  in- 
come, then  on  following  allocation  factor: 
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Virginia  Physical  Assets 

(end  of  year)  Virginia  Gross  Receipts 


Physical  Assets  Everywhere     '     Gross  Receipts  Everywhere 
(end  of  year) 

I  Sec.  54.  i 

III 
Xo. 

IV 

Commissioner  has  discretionary  power  to  accept  other  apportion- 
ments and  adjustments  under  Sec.  54,  as  follows: 

"  If  any  corporation  believes  that  the  method  of  allocation  or 
apportionment  hereinbefore  prescribed  as  administered  by  the  De- 
partment of  Taxation  has  operated  or  will  so  operate  as  to  subject 
it  to  taxation  on  a  greater  portion  of  its  net  income  than  is  reason- 
ably attributable  to  business  or  sources  within  the  State,  it  shall  be 
entitled  to  file  with  the  department  a  statement  of  its  objections 
and  of  such  alternative  method  of  allocation  or  apportionment  as  it 
believes  to  be  proper  under  the  circumstances  with  such  detail  and 
proof  and  within  such  time  as  the  department  may  reasonably  pre- 
scribe; and  if  the  department  shall  conclude  that  the  method  of 
allocation  or  apportionment  theretofore  employed  is  in  fact  inappli- 
cable or  inequitable,  it  shall  redetermine  the  taxable  income  by 
such  other  method  of  allocation  or  apportionment  as  seems  best 
calculated  to  assign  to  the  State  for  taxation  the  portion  of  the 
income  reasonably  attributable  to  business  and  sources  within  the 
State,  not  exceeding,  however,  the  amount  which  would  be  arrived 
at  by  application  of  the  statutory  rules  for  allocation  or  appor- 
tionment." 

I 

WISCONSIN— Stats.  1927— Ch.  71. 

II 
Section  71.02  provides: 

(1)  Certain  income  specifically  allocated  to  State  —  in  general 
this  is  rentals,  royalties,  income  from  operation  or  from  sale  of 
property  shall  follow  situs  of  the  property — All  other  shall  foliow 
resident  of  recipient. 

As  to  the  remainder : 

(2)  Income  from  business  within  and  without  the  State — 

(a)  Allocation  by  separate  accounts  where  kept  and  approved  by 
Commissioner.     Otherwise 
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(b)    By  an  arithmetical  average  of  the  following  three  ratios: 

1.  Tangible  Property  in  State 
Total  Tangible  Property  Everywhere 

2.  I  For  Manufacturing  .Manufacturing  Costs  in  State 

Assembling,  etc.        Total  Manufacturing  Costs  (Such  costs 
Corporations  )  are  specificaUy  defined  in  statute) 

3.  i  For  trading,  mercantile  Net  Sales  through  State  offices. 

or  manufacturing  agencies  or  branches 


No. 


Yes. 


concerns  '  Total  Net  Sales 

III 

1\" 


The  Commissioner  may.  on  taxpayers  showing  cause,  omit  any 
factor  or  factors  not  applicable  to  specific  business  under  portion 
of  Sec.  71.02  which  follows: 

"  Where,  in  the  case  of  any  person  engaged  in  business  within 
and  without  the  State  of  Wisconsin  and  entitled  to  an  apportion- 
ment of  bis  income  as  herein  provided,  it  shall  be  shown,  to  the 
satisfaction  of  the  Tax  Commission  that  the  use  of  any  one  of  the 
three  ratios  above  provided  for  gives  an  unreasonable  or  inequi- 
table final  average  ratio  because  of  the  fact  that  such  person  does 
not  employ,  to  any  appreciable  extent  in  his  trade  or  business  in 
producing  the  income  taxed,  the  factors  made  use  of  in  obtaining 
such  ratio,  this  ratio  may.  with  the  approval  of  the  Tax  Commis- 
sion, be  omitted  in  obtaining  the  final  average  ratio  which  is  to  be 
applied  to  the  remaining  net  income." 

Chairman  Long:  The  next  matter  on  the  program  is  one  that  I 
think  will  prove  of  considerable  interest  to  us.  I  have  discovered 
that  one  of  the  pleasures  or  stimulations  that  we  get  in  serving  on 
a  committee  is  contact  with  persons  who  have  experiences  along 
different  lines 'than  we.  and  we  gain  a  great  deal  by  those  contacts. 
One  of  the  most  pleasant  contacts  I  have  had  on  this  committee  is 
with  Mr.  Mitchell  P>.  Carroll,  who  is  the  financial  expert  of  the 
Fiscal  Committee  of  the  League  of  Nations.  We  are  now  going 
to  have  the  very  great  pleasure  of  listening  to  Mr.  Carroll. 
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OBSERVATIONS  ON  REPORT  OF  THE  COMMITTEE  OF 
THE  NATIONAL  TAX  ASSOCIATION  OX  UNIFORMITY 
AND  RECIPROCITY  IN  STATE  TAX  LEGISLATION, 
ESPECIALLY  WITH  REGARD  TO  THE  ALLOCATION 
OF  INCOME  OF  INTERNATIONAL  EXTERPRISES 

MITCHELL   ?,.   CARROLL 

Director  of  the  Study  of  Allocation  Methods  under  the 
Fiscal  Committee,   League  of  Nations 

In  the-  first  place  let  me  express  my  admiration  for  the  clear-cut 
analysis  of  the  problems  of  allocating  the  taxable  income  of  enter- 
prises carrying  on  international  and  interstate  business  that  is 
contained  in  the  report  presented  by  Dr.  Gerstenberg,  for  the  com- 
mittee presided  over  by  Senator  Edmonds.  Although  it  is  the 
function  of  his  committee  to  consider  primarily  interstate  questions, 
he  consented  last  winter  to  collaborate  in  a  world-wide  study  of 
allocation  methods  that  is  being  conducted  under  the  auspices  of 
the  Fiscal  Committee  of  the  League  of  Xations,  of  which  Dr.  T.  S. 
Adams  is  a  very  actiA-e  and  effective  member. 

You  have  all  probably  heard  of  the  movement  to  prevent  inter- 
national double  taxation  which  has  been  pushed  for  almost  a  decade 
by  a  series  of  committees  and  conferences  of  the  League  of  Xations 
with  the  collaboration  of  the  International  Chamber  of  Commerce. 
In  October,  1928.  a  Conference  of  Governmental  Experts  adopted 
three  model  conventions  for  the  prevention  of  double  taxation,  and 
the  provisions  therein  are  reflected  in  most  of  the  twenty  or  more 
bilateral  treaties  for  the  prevention  of  double  taxation  that  have 
been  adopted  by  European  States.  You  have  also  doubtless  heard 
of  -HR  10165,  a  Bill  to  Reduce  International  Double  Taxation, 
which  was  introduced  in  the  last  session  of  Congress,  and  which 
may  be  taken  up  again  as  soon  as  circumstances  permit.  The 
purpose  of  this  bill  is  to  enable  the  United  States  to  participate  in 
the  world  movement  for  curtailing  as  much  as  possible  the  multiple 
imposition  of  income  taxes  on  international  business. 

Broadly  speaking,  the  principle  generally  advocated  for  prevent- 
ing double  taxation  of  business  enterprises  is  that  such  enterprises 
shall  be  taxed  only  where  there  are  permanent  establishments, 
meaning  the  real  center  of  management,  factories,  warehouses,  sales 
branches  and  practically  any  permanent  place  of  business  of  an 
enterprise.  When  an  enterprise  has  establishments  in  two  or  more 
countries,  the  profits  have  to  be  allocated  to,  or  apportioned  be- 
tween, the  various  establishments.  The  country  in  which  the  enter- 
prise is  domiciled,  that  is  to  say.  where  it  has  its  real  center  of 
management,  is  to  give  relief  from  double  taxation  in  respect  of 
the  profits  attributable  to  establishments  in   other  countries.     The 
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method  of  relief  varies  according  to  the  treaty:  in  some  instances, 
it  is  effected  by  outright  exemption ;  in  one  model  convention  it  is 
contemplated  that  a  credit  is  to  be  given  against  the  home  tax  in 
respect  to  the  income  taxed  abroad,  in  a  manner  analogous  to  the 
credit  for  foreign  taxes  contained  in  the  United  States  Revenue  Act. 

Double  taxation  may  still  result,  however,  from  each  country 
where  there  is  a  permanent  establishment  allocating  to  such  estab- 
lishment more  income  than  is  properly  attributable  to  it,  with  the 
consequent  overlapping  of  assessments  and  the  taxation  of  more 
than  100  per  cent  of  the  income  of  the  enterprise.  You  are  all 
aware  of  such  overlapping  assessments  resulting  from  the  applica- 
tion of  different  allocation  methods  by  the  various  states  of  the 
American  Union. 

Realizing  that  uniformity  of  allocation  methods  is  absolutely 
essential  to  the  prevention  of  double  taxation,  the  Fiscal  Committee 
of  the  League  of  Nations  decided  two  years  ago  to  make  a  study 
of  existing  methods,  with  a  view  to  formulating,  if  possible,  a 
uniform  method.  A  preliminary  questionnaire  brought  forth  some 
general  information,  but  it  was  inadequate  to  permit  the  solution 
of  the  problem.  Fortunately,  the  Rockefeller  Foundation,  primarily 
at  the  instance  of  Dr.  Adams,  made  a  generous  grant  to  the  Fiscal 
Committee,  which  is  enabling  it  to  make  a  thorough  study  of  the 
problem. 

This  enquiry  is  divided  into  two  parts:  (1)  A  study  of  govern- 
ment law  and  practice  in  countries  which  are  either  important 
commercially,  or  have  tax  methods  which  are  intended  to  take  into 
account  their  economic  interests,  and  countries  which  have  evolved 
special  systems  of  allocation;  and  (2)  a  study  of  the  views  of 
business  men  and  authorities  on  taxation.  The  government  re- 
ports are  prepared  largely  by  officials  in  the  finance  ministries*  of 
the  countries  in  question,  and  contain  much  practical  information 
that  is  not  to  be  found  in  treatises  on  taxation  or  legislation.  The 
reports  on  the  law  and  practice  of  France,  Great  Britain,  Germany. 
Spain  and  the  United  States  should  be  published  before  the  end 
of  the  year.  In  the  meantime,  reports  are  being  prepared  concern- 
ing the  methods  of  a  large  number  of  other  countries,  and  it  is 
expected  that  they  will  be  published  early  in  1933. 

The  study  of  government  law  and  practice  covers  the  situation 
as  it  is  today.  In  order  to  ascertain  how  a  regime  may  be  formu- 
lated nearer  to  the  hearts'  desire  of  business  men  and  of  other 
persons  interested  in  the  poblem,  their  views  are  being  sought  in 
an  enquiry  conducted  under  the  auspices  of  the  International  Cham- 
ber of  Commerce.  American  opinion  is  being  ascertained  through 
the  Double  Taxation  Committee  of  the  American  Section,  Inter- 
national Chamber  of  Commerce,  of  which  Dr.  Adams  is  chairman. 
Senator  Edmonds  consented  last  winter  to  help  in  this  enquiry,  and 
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the  report  which  you  have  heard  is  the  illuminating  result  of  that 
collaboration. 

SUMMARY  OF  RESULTS  OF  STUDY   UP  TO  THE   PRESENT  TIME 

The  study  of  allocation  methods  up  to  the  present  time  reveals 
that  there  are  three  general  methods  of  assessment:  (1)  that  of 
treating  each  branch  establishmentt  or  subsidiary  company  of  an 
enterprise  as  an  independent  entity  and  taxing  it  on  the  basis  of 
its  separate  accounts;  (2)  that  of  employing  some  empirical 
method,  such  as  applying  to  the  gross  turnover  of  the  branch  or 
subsidiary  company  the  same  percentage  of  net  profit  to  gross  profit 
as  is  realized  by  local  enterprises  engaged  in  a  similar  business ; 
and  (3)  the  method  of  fractional  apportionment,  that  is  to  say, 
apportioning  to  the  local  branch  or  subsidiary  company  a  part  of 
the  total  profits  realized  by  the  enterprise  throughout  the  world  in 
accordance  with  the  ratio  of  local  assets  to  total  assets,  local  turn- 
over to  total  turnover,  local  payroll  to  total  payroll,  or  other  factors, 
or  some  combination  of  such  factors. 

ASSIMILATION  OF  SUBSIDIARY   COMPANY  TO   A   BRANCH 

Although  the  question  of  apportionment  should,  properly  speak- 
ing, only  arise  as  between  the  various  branches  of  an  enterprise, 
the  failure  of  corporations  to  treat  in  all  cases  subsidiary  companies 
formed  under  the  law  of  a  foreign  country,  as  independent  entities, 
and  to  deal  with  them  at  arm's  length,  has  led  to  the  assimilation 
of  subsidiary  companies  to  local  branches  for  tax  purposes  in  a 
number  of  countries.  Unlike  Section  41  of  the  United  States  Reve- 
nue Act,  which  permits  the  Commissioner  of  Internal  Revenue  to 
redistribute  the  income  between  two  or  more  trades  or  businesses 
which  are  controlled  by  the  same  interest  when  there  is  evidence 
of  diversion  of  profits  from  one  to  the  other,  the  tendency  under 
the  law  and  practice  of  certain  other  countries  is  to  merge  the 
businesses  concerned.  For  example,  in  Germany  and  Spain,  when 
a  local  company  forms  an  economic  unity  with  a  foreign  company, 
the  latter  may  be  brought  into  the  tax  jurisdiction  as  if  it  were 
operating  through  a  branch.  In  Spain,  however,  the  application 
of  this  theory  is  conditional  upon  there  existing  certain  prescribed 
indicia  of  close  relationship  between  the  Spanish  company  and  the 
foreign  parent  company,  and  the  tax  administration  must  issue  and 
sustain  a  declaration  to  that  effect.  The  French  Government  brings 
into  its  jurisdiction  a  foreign  corporation  which  owns  a  controlling 
interest  in  a  French  company,  such  as  having  a  majority  of  regis- 
tered shares,  and  a  majority  on  the  board  of  directors  of  the  French 
company.  The  British  Government  is  empowered  to  treat  a  British 
subsidiary  as  an  agent  of  the  foreign  company  and  assess  the 
profits  of  the  foreign  company  in  the  name  of  such  agent. 
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This  corralling  of  the  foreign  corporation  is  usually  done  only 
when  the  fiscal  authorities  have  reason  to  suspect  diversion  of 
profits,  but  the  decisions  of  the  French  courts  upholding  the  French 
method  do  not  predicate  its  application  upon  evasion  of  taxes. 

REASONS  FOR   DIFFERENT   METHODS 

It  is  interesting  to  consider  the  origins  or  reasons  for  employing 
these  different  methods  in  the  different  countries.  In  general,  the 
method  of  separate  accounting  is  the  preferred  method  in  countries 
where  accountancy  has  been  developed  into  a  high  art,  such  as  in 
Great  Britain  and  the  United  States.  Nevertheless,  it  is  employed 
at  least  as  a  starting  point  for  the  purposes  of  the  tax  on  industrial 
and  commercial  profits  in  France,  and  also  for  the  income  and 
corporation  taxes  in  Germany.  Although  this  method  was  for- 
merly employed  by  the  Spanish  administration,  it  was  abandoned 
a  little  over  a  decade  ago,  and  supplanted  by  the  application  in  all 
cases  of  the  method  of  fractional  apportionment.  The  reason  for 
its  being  discarded  was  declared  to  be  the  failure  of  the  branch 
accounts  of  foreign  enterprises  to  reveal  true  profits. 

Recourse  to  empirical  methods  is  most  frequently  encountered  on 
the  continent  of  Europe,  where  the  income  tax  has  succeeded  to 
the  patente  tax  as  the  principal  levy  on  business  enterprises.  As 
you  doubtless  know,  the  assessments  to  this  tax  were  ordinarily 
based  on  such  factors  as  rent  and  salaries  paid  and  other  expendi- 
tures. The  empirical  method  most  frequently  employed  is  that  of 
applying  to  the  local  branch  or  subsidiary  company  the  same  per- 
centage of  net  to  gross  profit  as  is  realized  by  similar  undertakings. 
While  the  United  States  officials  make  this  comparison  merely  as  a 
lever  to  effect  adjustments,  the  British  frequently  use  it  as  a  basis 
of  assessment,  as  is  also  done  in  France  and  Germany.  Xot  in- 
frequently British  and  German  officials  arrive  at  an  agreement  with 
the  taxpayer,  on  the  basis  of  what  is  shown  in  his  books,  for  the 
payment  of  a  fixed  sum  over  a  period  of  three  to  five  years.  Time 
is  lacking  to  discuss  these  methods  in  greater  detail,  but  a  lengthy 
description  of  them  is  given  in  the  reports  which  are  about  to  be 
published  by  the  League  of  Nations. 

Recourse  to  fractional  apportionment  is  authorized  by  Article 
682,  Case  2A  of  Regulations  74,  pertaining  to  the  United  States 
Revenue  Act,  when  goods  are  produced  without  and  sold  within  the 
United  States,  or  vice  versa,  and  there  is  no  independent  factory 
price.  In  practice,  however,  the  authorities  seldom  employ  the 
formula  prescribed,  which  divides  the  income  and  apportions  half 
in  accordance  with  the  property  without  and  within  the  United 
States  which  is  used  in  the  production  and  sale  of  the  goods  in 
question,  and  apportions  the  other  half  in  the  ratio  of  sales  within 
the  United  States  to  total  sales  of  goods  so  produced.     In  Great 
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Britain  there  have  been  very  few  cases  of  fractional  apportionment. 
Certain  inspectors  have  thought  of  apportioning  the  profits  of  for- 
eign banks  according  to  the  ratio  of  British  assets  to  total  assets, 
but  it  is  doubted  if  the  courts  would  sustain  this  method.  Simi- 
larly in  Germany,  fractional  apportionment  is  not  often  employed, 
although  it  may  be  used.  No  definite  formula  is  prescribed,  but 
the  factors  used  in  practice  are  assets,  gross  receipts  or  payroll, 
according  to  the  nature  of  the  case. 

For  the  purpose  of  its  dividend  tax,  the  French  Government 
regularly  subjects  dividends  distributed  by  foreign  companies  hav- 
ing branches  in  France  to  tax  on  the  basis  of  what  is  called  a 
"  taxable  quota."  This  quota  is  arrived  at  by  comparing  the  assets 
in  France  with  the  total  assets,  the  turnover  in  France  with  the 
total  turnover,  or  almost  any  other  factor  or  combination  of  factors 
that  a  special  governmental  commission  deems  appropriate  to  the 
given  case.  The  imposition  of  this  tax  on  foreign  corporations 
with  subsidiary  companies  in  France  has  been  mentioned  above. 

Similarly,  Spain  subjects  foreign  companies  with  branches  in 
Spain,  and,  in  certain  conditions,  subsidiaries  in  Spain,  to  its  profits 
tax  on  the  basis  of  a  comparative  ratio.  Even  though  the  establish- 
ment in  Spain  is  recognized  as  being  autonomous  and  having  abso- 
lutely accurate  books,  the  profit  of  the  establishment  is  fixed  at  a 
certain  percentage  of  the  total  profit  of  the  foreign  enterprise. 
The  comparative  ratio  is  fixed  by  a  commission  composed  primarily 
of  business  men  and  bankers,  and  the  taxpayer  is  called  upon  to 
submit  all  data  pertaining  to  the  business  in  Spain  and  total  busi- 
ness that  may  be  useful  in  fixing  an  appropriate  ratio.  The  report 
of  the  Spanish  Government  states  that  account  is  taken  of  the  fact 
that  the  phases  of  the  economic  cycle  in  Spain  are  generally  behind 
those  of  other  countries,  and  sometimes  mathematical  statistics  are 
employed  to  give  a  proper- weight  to  inequality  of  conditions  in  the 
various  countries  in  which  the  enterprise  operates. 

It  is  interesting  to  observe  that  the  French  method  of  fractional 
apportionment  is  founded  on  an  old  law  of  1872  which  antedates 
most  income  taxes,  whereas  the  Spanish  system  is  authorized  by  a 
law  of  1920  and  is  considered  by  the  Spaniards  as  a  most  modern 
development  in  income  taxation. 

RELATIVE   EMPLOYMENT   OF   DIFFERENT    METHODS 

To  summarize:  The  method  of  separate  accounting  is  the  method 
generally  employed  in  the  United  States,  Great  Britain,  Germany 
and  in  France  for  the  commercial  profits  tax.  Empirical  methods 
are  almost  never  employed  by  the  United  States.  When  the  method 
of  separate  accounting  fails,  the  United  States  authorities  usually 
endeavor  to  adjust  the  accounts  so  as  to  reveal  the  true  income. 
The  British  authorities  use  accounts  as  a  basis  of  assessment  in 
22 
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about  55  per  cent  of  the  total  cases,  a  percentage  of  turnover  in 
about  20  per  cent  and  some  conventional  method  in  the  remaining 
25  per  cent  of  the  cases.  Such  empirical  methods  are  frequently 
resorted  to  in  Germany  and  France.  Fractional  apportionment  is 
employed  as  a  general  method  only  for  the  purposes  of  the  French 
dividend  tax  and  the  Spanish  profits  and  dividend  taxes. 

The  various  national  committees  of  the  International  Chamber 
of  Commerce  are  almost  unanimously  in  favor  of  the  method  of 
separate  accounting,  the  only  exception  being  the  Spanish  national 
committee  which  favors  fractional  apportionment  as  a  means  of 
protection  against  foreign  competition.  It  may,  therefore,  be 
stated  that  in  so  far  as  the  countries  studied  up  to  the  present  are 
concerned,  the  majority  of  governments  and  business  enterprises 
favor  separate  accounting  as  the  primary  method. 

When  separate  accounting  fails,  the  majority  opinion  is  for  re- 
course first  to  a  comparison  with  similar  enterprises,  and  possibly 
as  a  last  resort  to  the  employment  of  an  apportionment  of  the  total 
income  of  the  enterprise. 

DIFFICULTIES   IN   THE   WAY   OF   UNIFORM    METHOD 

'  There  are  a  number  of  differences  in  legal  concepts  which  con- 
stitute serious  obstacles  to  formulating  a  uniform  system  of  allo- 
cation. Whereas  it  is  recognized  in  the  United  States  and  Great 
Britain  that  there  can  be  no  income  until  the  goods  produced  have 
been  sold,  or  the  services  rendered  have  been  paid  for,  the  very 
fact  that  an  undertaking  has,  in  any  one  of  a  number  of  continental 
countries,  an  establishment  engaged  in  commercial  activities  is 
sufficient  to  justify  the  levying  of  a  tax;  for  example,  France, 
Germany  and  Spain,  all  tax-purchasing  establishments.  As  you  all 
know,  Section  119(e)  of  the  United  States  Revenue  Act  specifically 
provides  that  where  goods  are  purchased  abroad  and  sold  within 
the  United  States,  or  vice  versa,  profits  are  deemed  to  arise  at  the 
place  of  sale.  Similarly,  England  imposes  no  tax  on  purchasing 
establishments.  There  has  been  much  jurisprudence  in  both  Great 
Britain  and  the  United  States  concerning  where  a  sale  takes  place, 
and  the  rule  that  is  now  being  generally  followed  in  both  countries 
is  that  the  sale  takes  place  where  the  contract  of  sale  is  concluded. 
Various  European  countries,  however,  avoid  this  delicate  point  in 
most  instances  by  ascribing  the  profit  to  the  establishment  which 
brought  about  the  sale,  regardless  of  where  the  contract  was  con- 
cluded. 

In  the  case  of  enterprises  manufacturing  in  one  country  and 
selling  in  another,  the  United  States  Revenue  Act  separates  the 
manufacturing  profit  from  the  sales  profit  by  an  independent  fac- 
tory price.  The  British  practice  clearly  recognizes  this  distinction. 
but  the  division  is  not  so  clearly  expressed,   although   recognized. 
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in  the  law  and  practice  of  the  continental  European  countries. 
An  establishment  situated  in  France,  Germany  or  Spain  is  taxable 
on  the  basis  of  the  profits  resulting  from  its  activities.  The  corol- 
lary of  this  rule  is  that  a  manufacturing  establishment  is  taxable 
only  on  manufacturing  profits  and  the  sales  establishment  only  on 
sales  profits. 

RELATIOX    OF   THE   INTERNATIONAL   STUDY   TO   THE 
IXTERSTATE    STUDY 

The  collaboration  of  your  committee  was  especially  desired  inas- 
much as  American  corporations  abroad  or  foreign  corporations 
operating  in  the  United  States  are  subject  to  state  income  taxes  as 
well  as  the  federal  income  tax.  As  is  so  well  stated  in  your  report, 
the  international  problem  of  allocation  is  somewhat  different  from 
the  interstate  problem,  but  in  the  interests  of  simplicity  in  taxation 
it  would  be  desirable  to  adopt  the  same  allocation  procedure.  With 
regard  to  international  allocation,  the  committee  prefers  as  the 
primary  method,  separate  accounting  subject  to  verification.  If 
this  method  is  insufficient,  the  committee  suggests  recourse  to  the 
empirical  method  of  determining  a  net  income  equivalent  to  that 
realized  by  similar  businesses.  As  a  last  resort,  the  taxable  income 
may  be  determined  by  fractional  apportionment  of  the  profits  of 
the  entire  enterprise,  provided  that  said  fraction  shall  not  include 
income  that  can  be  definitely  allocated  to  a  country. 

With  regard  to  interstate  allocation,  the  committee  favors  sep- 
arate accounting,  provided  the  books  of  the  taxpayer  fairly  reflect 
the  income  attributable  to  the  state.  In  the  absence  of  such  books 
a  statutory  allocation  fraction  is  to  be  prescribed.  This  fraction 
may  be  set  aside,  however,  if  either  the  taxpayer  or  the  tax  com- 
missioner is  able  to  sustain  the  contention  that  some  other  method, 
fractional  or  empirical,  is  more  appropriate. 

In  short,  the  committee  contemplates  using  as  a  basic  method  for 
both  international  and  interstate  business  that  of  separate  account- 
ing, provided  the  books  reveal  the  true  income.  This  method 
should  take  care  of  most  international  cases,  and  also  many  inter- 
state cases,  especially  where  the  corporation  is  operating  in  non- 
contiguous states,  or,  although  operating  in  contiguous  states,  finds 
it  advisable  to  segregate  the  profits  of  each  jurisdiction.  For  the 
remaining  international  cases,  the  procedure  is  to  resort  first  to  an 
empirical  method,  and  lastly  to  fractional  apportionment ;  for  the 
remaining  interstate  cases,  the  procedure  is  to  resort  first  to  a 
statutory  fraction  and  possibly  as  a  last  resort  to  an  empirical 
method.  Would  it  not  be  possible  to  prescribe  the  same  general 
procedure  for  both  categories  of  enterprises? 

Except  possibly  in  the  case  of  operations  in  contiguous  states, 
do  not  most  business  enterprises  have  for  their  own  purposes  books 
which  indicate  whether  the  operations  in  each  state  are  profitable? 
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In  order  to  preclude  overlapping  assessments  and  the  taxation 
of  more  than  100  per  cent  of  the  income  of  the  taxpayer,  the  report 
says  that  the  allocation  fraction  for  interstate  purposes  must  be 
uniform.  The  1929  report  of  the  Committee  on  Standardization 
and  Simplification  of  Business  Taxes  declares:  '*  that  no  committee, 
however  learned  in  the  principles  of  accounting  and  of  constitu- 
tional law,  should  at  this  time  recommend  an  allocation  fraction 
unless  it  has  first  ascertained  the  experience  of  administrators  and 
taxpayers  with  the  allocation  fractions  now  in  use."  It  points  out 
the  almost  insuperable  obstacles  to  the  formulation  of  a  uniform 
fraction. 

In  view  of  these  circumstances,  would  it  not  be  advisable  to  use 
an  allocation  fraction  only  as  a  last  resort,  even  in  interstate  cases, 
at  least  until  the  day  when  a  uniform  fraction  can  be  drafted  and 
adopted  ?  Then  the  same  general  procedure  could  be  followed  for 
enterprises  with  both  international  and  interstate  operations.  First, 
the  books  of  the  establishment  should  be  considered  as  a  basis  of 
taxation,  subject  to  verification.  Possibly  they  may  need  adjust- 
ment. In  some  cases  the  books  may  not  reflect  the  true  income. 
but  may  contain  elements  sufficient  to  serve  for  an  empirical  assess- 
ment. If  neither  of  these  methods  is  satisfactory,  and  this  may 
occur  in  cases  where  it  is  impossible  to  fix  an  appropriate  billing 
price  from  a  factory  to  a  sales  branch,  then  an  allocation  fraction 
may  be  used. 

American  enterprises  which,  because  of  their  nature  or  because 
of  the  expense  involved,  could  not  maintain  separate  accounting 
for  their  profits  in  each  state,  and  which  could  not  be  fairly  assessed 
by  employing  an  empirical  method,  could  still  be  taxed  by  applying 
an  allocation  fraction.  The  question  arises  whether  the  factors 
constituting  this  fraction  should  be  specifically  described,  or  whether 
it  should  be  a  loose  formula,  such  as  is  used  by  France  and  Spain. 
This  is  a  problem  which,  may  I  suggest,  merits  the  further  atten- 
tion of  your  committee. 

There  are  also  a  number  of  other  important  questions  still  to  be 
studied,  and  I  hope  that  your  committee  will  continue  to  collab- 
orate in  the  international  movement  and  propose  solutions.  Among 
these  problems  are  the  following  : 

(1)  Are  establishments  of  an  enterprise  to  be  considered  pro- 
ductive of  profits,  merely  because  they  are  carrying  on  commercial 
or  industrial  activities,  or  is  it  to  be  recognized  that  there  is  no 
real  income  unless  payment  is  made  for  services  received  or  for 
goods  bought  ? 

i  2  i  For  allocation  purposes,  what  is  to  be  considered  the  place 
of  sale — the  place  where  the  contract  is  rendered,  the  place  where 
the  establishment  is  situated  which  actually  effected  the  sale,  or  is 
some  other  criterion  to  be  employed? 
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(3)  With  regard  to  the  method  of  separate  accounting,  what  is 
the  most  practicable  and  fair  method  of  splitting  the  profit  between 
the  establishment  which  buys  raw  materials  in  one  country,  the 
establishment  which  processes  them  in  a  second,  the  establishment 
which  manufactures  the  material  into  finished  articles  in  a  third, 
and  the  establishment  which  sells  the  finished  article  in  a  fourth 
-country?  In  the  case  of  Hans  Rees'  Sons,  Inc.  v.  State  of  North 
Carolina  (No.  334,  October  Term,  1930,  of  the  Supreme  Court  of 
the  United  States)  the  petitioner  contended  that  the  income  from 
its  business  was  derived  from  three  sources,  i.  e.  (1)  buying  profit, 
(2)    manufacturing  profit,   and    (3)    selling  profit.     He  contended 

that  buying  profit  resulted  from  unusual  speed  and  efficiency  in 
taking  advantage  of  the  fluctuations  of  the  hide  market;  that  manu- 
facturing profit  was  based  upon  the  difference  between  the  cost  of 
tanning  done  by  contract  and  the  actual  cost  thereof  when  done 
by  the  petitioner  at  his  own  plant  in  Asheville ;  and  that  selling 
profit  resulted  from  the  method  of  cutting  the  leather  into  small 
parts  so  as  to  meet  the  needs  of  a  given  customer.  Can  these 
criteria  be  generally  employed,  or  must  others  be  formulated  for 
use  generally  or  in  special  cases?  If  a  corporation  has  in  one 
country  a  statistical  bureau,  a  display  room  or  some  other  service 
establishment  which  makes  no  sales,  but  contributes  indirectly  to 
the  realization  of  profits,  should  some  profit  be  ascribed  to  it  be- 
cause of  its  activities? 

(4)  Should  a  part  of  the  gross  profit  of  the  branch  in  one  coun- 
try be  ascribed  to  the  real  center  of  management  in  another? 

(5)  Should  a  part  of  the  interest  charges  or  general  overhead 
of  the  real  center  of  management  in  one  country  be  allocated  to 
the  branch  in  another  ? 

(6)  Even  though  the  net  profits  of  the  branch  or  subsidiary  are 
determined  separately  in  the  first  instance,  should  a  part  of  the 
branch  profit  be  apportioned  to  a  deficitary  parent,  or  should  a  part 
of  the  profit  of  the  entire  enterprise  be  allocated  to  a  deficitary 
branch  ? 

(7)  Should  special  methods  of  apportionment  be  employed  in 
the  case  of  banks,  insurance  companies,  transport  companies,  power, 
light  and  gas  companies,  telegraph  and  telephone  companies,  min- 
ing companies,  or  any  other  particular  kind  of  enterprise  ? 

(8)  The  very  heart  of  the  whole  study  of  allocation  methods  in 
the  case  of  industrial  enterprises  is  the  price  at  which  goods  are 
billed  from  a  home  factory  to  a  foreign  branch,  and  the  charges 
made  against  a  branch  for  services,  interest,  royalties  and  the  like. 
If  the  branch  is  to  be  treated  as  an  independent  entity,  as  the 
strict  application  of  the  separate  accounting  method  would  imply. 
is  the  billing  price  to  be  that  at  which  the  goods  would  be  sold  to 
an   independent  distributor,  and  would   it  therefore  include  a  pro- 
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portionate  part  of  the  general  interest  charges  and  overhead,  or 
are  the  latter  items  to  be  apportioned  to  the  branch  without  regard 
to  the  billing  price? 

(9)  If  goods  are  invoiced  from  a  factory  to  a  foreign  sales 
branch  at  an  independent  factory  price,  and  if  the  foreign  sales 
branch  disposes  of  the  goods  at  a  loss,  is  the  loss  to  fall  in  the 
country  of  sale,  or  is  it  to  be  taken  up  in  the  books  of  the  factory  ? 

It  is  obvious  that  the  formulation  of  sound  criteria  to  cover  all 
these  cases  will  be  useful  not  only  in  taxing  international  business, 
but  also  in  taxing  interstate  business,  and  the  views  of  the  National 
Tax  Association,  as  voiced  by  your  committee,  would  be  of  in- 
estimable value  in  formulating  a  world-wide  fiscal  regime  for 
business  enterprises. 

Chairman  Long:  Doctor  Carroll,  we  are  very  greatly  indebted 
to  you  for  this  very  splendid  presentation.  We  are  now  going  to 
have  the  pleasure  of  hearing  from  one  who  is  very  intimately 
associated  not  only  with  taxation  in  this  country  and  with  inter- 
national relationship,  but  also  generally  throughout  the  world,  and 
who  has  had  experiences  which  from  time  to  time  we  have  had  the 
benefit  of  in  these  conferences.  I  know  of  no  one  who  does  not 
appreciate  his  acquaintanceship  with  Doctor  Adams  and  the  oppor- 
tunities that  he  has  of  coming  in  contact  with  him  and  hearing 
him  speak  on  any  subject  in  relation  to  taxation,  or  the  subjects 
which  are  brought  up  at  these  conferences.  Doctor  Adams  has 
kindly  consented  to  follow  along  somewhat  the  lines  that  have 
been  developed  this  morning,  and  perhaps  pull  in  the  loose  ends,, 
and  show  us  the  completed  picture  with  a  few  quick  jabs  on  the 
canvas,  which  he  can  so  very  capably  do — Doctor  T.  S.  Adams. 

T.  S.  Adams  (Connecticut)  :  Mr.  Chairman,  Ladies  and  Gentle- 
men :  This  is  a  very  old  problem  with  me,  and  I  am  not  certain 
that  I  can  do  anything  more  useful  than  to  describe  what  I  con- 
ceive to  be  the  nature  of  the  problem.  After  all,  if  you  have  a 
difficult  problem  to  solve,  the  first  essential  is  to  size  up  the  nature 
of  your  problem.  I  began  to  think  about  this  problem,  because  I 
was  forced  to  think  about  it,  about  twenty  years  ago,  when  the 
Wisconsin  income  tax  was  introduced. 

Now,  I  am  going  to  stop  here,  if  you  will  excuse  me,  and  make 
a  digression,  which  I  have  long  wanted  to  make,  and  heretofore 
have  always  forgotten.  The  introduction  of  the  Wisconsin  state 
income  tax  is  properly  regarded  as  a  significant  development  in 
American  state  finance.  I  happened  to  be  closely  associated  with 
its  first  administration.  I  want  to  take  this  opportunity  of  saying 
that  I  had  very  little  to  do  with  its  original  adoption,  that  Nils  P. 
Haugen,    the    man    whose    memory    we    spent    a    few    moments    in 


ALLOCATION"  OF   BUSINESS  INCOME  343 

revering  yesterday,  had  probably  more  to  do  than  anybody  else  with 
the  introduction  of  the  Wisconsin  income  tax.  That  is  the  digres- 
sion.    I  come  back  now  to  allocation  and  apportionment. 

When  we  came  to  administer  the  Wisconsin  income  tax,  it  soon 
became  very  apparent  that  its  most  difficult  aspect  and  its  most 
crucial  weakness  probably  lay  in  this  necessary  division  of  the  in- 
come of  interstate  corporations  doing  business  both  within  and 
without  the  State  of  Wisconsin.  The  original  Wisconsin  law  pro- 
vided a  very  crude  and  obviously  highly  imperfect  apportionment 
fraction.  As  the  member  of  the  Wisconsin  Tax  Commission  in 
charge  of  the  income  tax  administration,  I  started  with  the  assump- 
tion or  presumption  that  the  solution  of  the  problem  was  to  be 
found  in  some  apportionment  fraction — preferably  a  better  formula 
than  the  original  Wisconsin  formula  — ■  but  still  in  a  fractional 
formula.  Then  I  began  to  have  curious  experiences.  The  first  of 
these  experiences  was  the  case  of  a  company  which,  on  a  basis  of 
separate  accounting,  had  a  very  large  income  in  the  State  of  Wis- 
consin. I  felt  then,  and  I  feel  now,  that  it  was  a  true  measure  of 
its  income  within  the  State  of  Wisconsin.  However,  this  company 
availed  itself  of  the  right  under  the  statute  of  using  an  apportion- 
ment fraction,  and  its  very  large  contribution  to  the  State  of 
Wisconsin  was  perhaps  cut  down  to  one-third.  Then  several  other 
companies  followed  suit.  Finally,  companies  of  a  different  type 
came'  along  and  said,  "  We  can  prove  to  you  that  we  have  nothing 
but  distributing  branches  in  the  State  of  Wisconsin;  our  factories 
are  outside ;  and  we  can  prove  in  addition  that  we  book  our 
products  to  our  Wisconsin  distributing  agencies  at  precisely  the 
prices  that  we  obtain  at  arm's  length  from  independent  purchasers ; 
and  we  think  that  the  proper  way  to  determine  our  Wisconsin  in- 
come is  to  book  our  products  to  our  Wisconsin  distributing  agen- 
cies at  the  prices  which  we  charge  and  receive  from  independent 
purchasers;  and  on  the  basis  of  that  the  distributing  branch  in 
Wisconsin  should  compute  its  profits  and  pay  taxes."  I  was 
silenced ;  I  had  no  answer.  They  convinced  me.  Later  the  courts 
upheld  their  position,  in  the  case  of  the  very  first  company  that 
came  to  me,  as  I  recall,  with  that  plea.  Then  and  there  I  received 
my  first  conviction  about  this  difficult  subject;  that  there  is  a  fun- 
damental inequity  in  a  one-sided  option  which  permits  the  business 
concern,  in  one  instance,  to  say  "  I  will  use  an  apportionment 
fraction  if  it  benefits  me,  or,  per  contra,  I  will  use  the  method  of 
separate  accounting  if  that  best  suits  my  interests."  That  convic- 
tion I  have  never  yet  departed  from.  If  the  taxpayer  has  an  option, 
similarly  the  state  should  have  an  option  to  show  or  hold  that  one 
or  the  other  method  is  preferable  in  the  case  of  a  particular 
business. 

Then   secondly,   I   began   to   be   called  in    from   time   to  time   to 
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counsel  with  the  administrative  authorities  of  other  states  ahout 
their  apportionment  fractions,  the  result  of  which  was  that  other 
states  adopted  different  apportionment  fractions.  They  did  not  see 
eye  to  eye  with  me.  I  gave  them  my  best  advice,  but  the  recalci- 
trant and  stubborn  legislators  of  other  states  would  not  follow  my 
advice.  This  brought  me  to  another  conclusion,  which  I  regret  to 
say  I  have  never  been  able  to  depart  from  to  this  day:  that  it  is 
practically  impossible  to  bring  about  the  introduction  of  a  single 
apportionment  fraction  which  will  be  used  uniformly  throughout 
the  United  States.  If  we  are  depending  upon  the  voluntary  adop- 
tion of  the  same  apportionment  fraction  throughout  the  United 
States,  and  —  what  is  just  as  important  —  the  uniform  use  by  the 
various  states  of  that  apportionment  fraction.  I  greatly  fear  our 
case  is  hopeless. 

As  early  as  1913,  if  I  remember  correctly.  I  went  to  Washington 
and  had  a  rather  lengthy  interview  with  the  Trade  Commission 
and  the  Interstate  Commerce  Commission.  I  wanted,  first  of  all. 
to  get  the  Interstate  Commerce  Commission  to  agree  that  the  ques- 
tion of  the  allocation  of  the  revenues  and  expenses  of  the  steam 
roads  to  the  several  states  was  a  question  of  great  practical  im- 
portance, properly  within  its  jurisdiction,  and  one  upon  which  they 
might  properly  spend  a  great  deal  of  time  and  money  in  getting 
the  proper  solution.  Those  of  you  who  have  to  tax  railroads  on 
the  ad-valorem  basis  know  the  enormous  importance  of  the  alloca- 
tion to  particular  states  of  the  revenues  and  expenses  of  the  steam 
railroads.  You  will  know  that  that  question  in  its  own  sphere  is 
more  important  than  this  question  of  allocation  and  apportionment 
for  the  purposes  of  income  taxation.  The  Interstate  Commerce 
Commission  turned  down  my  request. 

I  then  went  to  the  Trade  Commission  or  its  predecessor,  the 
Commissioner  of  Corporations,  as  I  recall,  to  get  him  to  undertake 
a  similar  task  of  deciding  upon  methods  of  allocation  and  appor- 
tionment for  the  miscellaneous  business  corporations  of  the  coun- 
try, in  order  that  some  standard,  by  a  disinterested  authority,  should 
be  set  up,  so  that  a  state  that  wanted  to  act  in  harmony  with  its 
neighbors  could  follow  a  rule  prescribed  by  a  competent  and  dis- 
interested authority;  but  I  could  not  interest  this  official.  1  was 
rather  bitterly  disappointed.  I  thought  the  authorities  of  this  coun- 
try were  lacking  in  imagination,  in  that  they  did  not  see  that  they 
were  permitting  a  vastly  important  problem  to  become  increasingly 
difficult  without  taking  the  effort,  while  the  problem  was  in  it? 
infancy,  to  settle  it.  I  was  not  able  to  arouse  much  interest  even 
in  the  National  Tax  Association. 

The  years  passed;  I  turned  to  international  affairs,  and  I  per- 
suaded the  Rockefeller  Foundation  to  make  an" adequate  appropria- 
tion   for  the  purpose  of  investigating  this   subject   internationally. 
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Those  of  us  who  are  interested  in  this  problem  now  have  the  in- 
valuable assistance,  cooperation  and  inspiration  of  Mr.  Mitchell 
Carroll,  in  the  first  place,  and  of  two  men  who  have  been  some- 
what less  formally  associated  in  this  work,  Mr.  E.  C.  Alvord  and 
Mr.  Joseph  Ryan. 

This  long  experience  with  the  question  of  allocation  and  appor- 
tionment leaves  me  with  the  definite  conviction  that  it  is  an  in- 
finitely difficult  problem,  comparable  in  its  complexity  and  difficulty 
to  the  problem  of  finding  a  remedy  for  cancer.  In  all  probability 
we  are  going  to  find  a  simple  answer  to  neither  problem.  We  shall 
require  on  the  part  of  economic  thinkers  and  tax  men  all  the 
powers  of  analysis  which  they  can  summon  up.  The  problem  will 
probably  be  solved  largely  in  or  under  the  auspices  of  this  Asso- 
ciation and  the  Fiscal  Committee  of  the  League  of  Nations.  But 
to  solve  the  problem  we  must  keep  everlastingly  at  it ;  approach  it 
from  many  directions,  and  above  all  things  approach  it  with  com- 
pletely disinterested  and  open  minds.  It  is  an  extraordinary  prob- 
lem and  may  require  an  extraordinary  remedy. 

I  hope  that  this  Association,  composed  very  largely  of  state  tax 
men,  dominated  by  state  tax  men,  and  properly  so  dominated,  will 
consider  with  sympathetic  view  and  open  mind  the  possibility  of 
federal  interference,  you  might  call  it,  in  this  question.  If  the 
problem  is  soluble  at  all,  I  am  beginning  to  suspect,  and  others  are 
beginning  to  suspect,  that  perhaps  it  can  only  be  solved  by  some 
such  device  as  the  giving  of  a  credit  or  offset  against  the  federal 
income  tax  for  state  income  taxes  paid  by  foreign  corporations 
when  those  state  income  taxes  paid  by  or  imposed  upon  foreign 
corporations  are  governed  by  certain  standard  rules  of  allocation 
and  apportionment,  which  would  be  laid  down  by  the  federal 
government.  This  proposal  has  been  made,  I  understand,  at  least 
for  discussion  and  consideration,  by  such  careful  thinkers  as  Mark 
Graves  and  Senator  Edmonds.  It  is  not  original  with  me.  It  will, 
at  first,  be  unwelcome  to  many  of  you.  I  introduce  it  simply  to 
have  you  turn  it  over — and  I  hope  sympathetically — in  your  minds, 
to  see  whether  after  consideration  for  a  year  or  so  it  still  is  un- 
welcome. With  this  introduction  I  want  to  read  rather  rapidly  a 
statement  about  what  seems  to  me  the  most  important  single  aspect 
of  this  question. 

ALLOCATION  VERSUS  APPORTIONMENT 

T.  S.  ADAMS,  YALE  UNIVERSITY 

The  essence  of  the  subject  we  are  discussing  embodies  itself  in 
a  conflict  or  controversy  which  we  may  briefly  describe  as  the  case 
of  separate  accounting  versus  fractional  apportionment.  The  two 
processes  are  not  absolutely  distinct.     Under  separate  accounting, 
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many  expenses  and  some  receipt  must  be  allocated  by  pro-rating 
on  some  appropriate  basis.  Pro-rating  is  a  species  of  fractional 
apportionment;  but  under  the  method  of  separate  accounting  pro- 
rating is  used  only  where  necessary,  and  then  the  basis  of  the 
pro-rating  varies  with  each  expense  or  item  of  revenue  in  question. 
Moreover,  and  more  important,  under  a  method  of  separate  account- 
ing, functions  and  departments  of  the  business  not  represented  in 
the  foreign  tax  jurisdiction,  do  not  come  into  the  picture  at  all. 

Under  the  method  of  fractional  apportionment,  however,  a  gen- 
eral fraction  is  applied  to  the  entire  net  income,  and  a  fractional 
share  of  the  entire  net  income  of  the  whole  business  is  allocated 
or  assigned  to  the  foreign  state  or  jurisdiction  which  is  attempting 
to  impose  the  tax.  The  essential  difference  between  the  two  methods 
is  found  not  so  much  in  the  use  of  what  may  be  called  fractional 
pro-rates,  as  the  application  of  such  pro-rating  to  the  entire  net 
income.  It  is  this  last  aspect  of  the  method  of  fractional  appor- 
tionment which  represents,  in  my  opinion,  its  fundamental  weakness. 
This  whole  question  is  highly  intricate  and  can  best  be  examined 
with  the  use  of  concrete  illustrations.  Let  us  take  the  case  of  an 
Illinois  corporation  with  its  factories  in  Illinois  and  selling  branches 
with  considerable  stocks  of  the  product  in  many  other  states,  in- 
cluding the  State  of  Connecticut.  Let  us  assume  that  Connecticut 
attempts  to  tax  a  share  of  the  entire  income  of  the  Illinois  cor- 
poration based  upon  the  ratio  of  the  tangible  property  in  Con- 
necticut to  the  entire  tangible  property  of  the  Illinois  corporation. 
Let  us  assume  further,  that  the  Connecticut  branches  for  a  period 
of  years  have  proved  unprofitable,  and  that  they  have  been  forced 
to  sell  their  goods  substantially  at  the  cost  of  production  at  the 
factory,  so  that  when  the  expenses  of  the  Connecticut  branch  are 
taken  into  account  the  Connecticut  branch  shows  an  unquestioned 
loss.  Let  us  assume  further,  however,  that  the  entire  business  of 
the  Illinois  corporation  shows  a  reasonable  profit. 

Under  such  circumstances,  it  is  my  understanding  that  the  Amer- 
ican court  decisions  would  not  —  if  the  above  facts  are  properly 
brought  into  evidence  —  permit  the  State  of  Connecticut  to  impose 
any  tax  upon  the  Illinois  corporation  or  its  Connecticut  branch, 
despite  the  fact  that  an  application  of  the  apportionment  fraction 
would  assign  to  Connecticut  a  share  of  the  corporation's  profits  or 
net  income.  I  understand  that  the  American  decisions  on  the  sub- 
ject justify  the  above  statement.  If  they  do  not  take  such  a  posi- 
tion, in  my  opinion  they  should  do  so. 

The  essential  and  controlling  fact  is  this :  The  Illinois  corpora- 
tion in  question  has  made  no  net  income  or  profit  in  the  State  of 
Connecticut.  But  under  American  law,  Connecticut  can  not — and 
in  my  opinion  should  not — be  permitted  to  tax  this  corporation 
unless  income  has  been  derived  from  property  located  or  business 
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transacted  in  the  State  of  Connecticut.  If  I  am  right  in  these 
contentions,  the  illustration  in  question  brings  to  light  the  essential 
and  vital  difficulty  in  the  method  of  general  fractional  apportion- 
ment. It  leads  to  the  partial  taxation  of  income  earned  in  other 
jurisdictions,  income  which  should  he  left  to  Illinois  and  states 
other  than  Connecticut.  Connecticut  has  no  constitutional  power, 
and  no  economic  right,  to  reach  outside  of  its  jurisdiction  and 
impose  a  tax  on  profits  earned  elsewhere.  The  reverse  conclusion 
holds  if  the  corporation  in  question  earned  profits  in  Connecticut 
but  sustained  losses  in  every  other  state  in  which  it  owned  property 
or  did  business.  Connecticut  should  be  permitted  to  tax  the  profits 
earned  in  Connecticut,  even  though  the  corporation  as  a  whole  sus- 
tained a  net  loss. 

My  illustration  does  not  afford  a  solution  to  our  problem,  but 
unless  I  am  mistaken  it  bars  out  inexorably  one  solution  often  de- 
fended and  frequently  used.  It  makes  impossible  the  application 
of  any  compulsory  general  apportionment  fraction.  (May  I  add 
that  in  my  opinion  it  should  do  so.)  And  I  think  it  affords  a  clue 
to  the  sound  general  answer  to  the  problem  which  we  are  discuss- 
ing. Both  the  State  and  the  taxpayer  should  use  every  effort  to 
measure  as  accurately  as  possible  the  income  earned  within  the 
State  of  Connecticut — or  in  general  language,  the  income  earned 
within  the  foreign  jurisdiction. 

The  difficulties  of  the  task  are  great.  Limited  processes  of  ap- 
portionment must,  and  should  be,  used.  A  general  apportionment 
fraction  will  be  found  convenient  for  a  great  residue  of  cases 
where  both  the  taxpayer  and  the  tax  authorities  agree  that  such 
general  fraction  is  the  most  convenient  and  practicable  solution  to 
the  problem.  But  always  and  everywhere,  both  the  taxpayer  and 
the  government  should  retain,  and  under  proper  circumstances  use, 
the  right  to  prove  that  some  finer  or  more  accurate  method  of  allo- 
cating earnings  to  the  foreign  jurisdiction  is  available. 

In  my  opinion,  an  ideal  state  law  would  embody  the  following 
features : 

1.  Recognize  the  preference  now  granted  by  the  courts  to  the 
method  of  separate  accounting. 

2.  Give  the  tax  commissioner  power  to  call  for  a  separate  ac- 
counting where  he  believes  it  preferable  and  a  return  on  such  basis 
is  not  voluntarily  made  by  the  taxpayer. 

3.  Recognize  the  necessity  of  limiting  fractional  apportionment, 
both  (a)  as  applicable  to  the  allocation  of  separate  items  of  gross 
income  and  expense,  and  (b)  as  applicable  to  the  entire  net  income, 
to  departments  of  the  business  conducted  in  the  foreign  jurisdic- 
tion. Fractional  apportionment  should  seldom  if  ever  be  applied  to 
the  entire  net  income  of  the  foreign  corporation,  unless  its  business 
is  unusually  simple  and  homogeneous. 
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4.  Recognize  that  in  both  the  restricted  and  the  more  general 
use,  the  method  of  fractional  apportionment  should  be  elastic — i.  e., 
adapted  to  the  particular  conditions  of  the  taxpayer  employing  such 
fractional  method. 

5.  Recognize  that  until  the  tax  authorities  have  had  time  with 
each  important  class  of  taxpayers  to  work  out  a  prescribed  method 
of  separate  accounting,  the  taxing  authority  may  give  preference 
by  regulation  to  some  general  method  of  fractional  apportionment, 
to  be  used  at  the  option  of  the  taxpayer,  but  only  until  a  more 
precise  method  can  be  agreed  upon  for  the  taxpayer  or  class  of 
taxpayers  in  question. 

All  this  seems  a  complex  solution  of  the  problem  with  which  we 
are  dealing.  It  is  a  relatively  complex  solution,  but  the  problem  is 
complex,  and  in  large  part  the  complexity  is  forced  upon  us  by  the 
decisions  of  the  American  courts. 

Chairman  Long:  Doctor  Adams.  I  should  first  express  the  ap- 
preciation of  the  conference,  which  I  most  heartily  do,  for  this 
splendid  exposition  of  the  situation  that  you  have  given  us. 

I  am  requested  by  the  secretary  to  announce  that  immediately 
after  this  session  the  executive  committee  will  meet,  right  in  the 
room  back  of  the  desk.  I  also  wish  to  mention  again  that  the 
busses  which  are  to  take  the  conference  members  to  Stone  Moun- 
tain will  leave  at  two  o'clock  on  the  West  Peachtree  Street  side 
of  this  hotel. 

There  has  been  no  definite  termination  of  the  discussion,  and 
we  always  follow  these  papers  up  with  discussion.  If  there  is 
anybody  who  wants  to  discuss  the  papers  presented,  we  will  be 
glad  to  hear  from  them. 

Franklin  S.  Edmonds  (Pennsylvania):  I  want,  first,  on  behalf 
of  the  committee,  to  thank  all  of  those  who  have  cooperated  in 
the  year's  work.  I  won't  attempt  to  mention  individuals'  names, 
although  there  have  been  a  great  many  who  cooperated  with  us. 
I  want  to  say  that  some  years  ago  my  wife  gave  me  a  book  entitled 
"'The  Education  of  Henry  Adams."  I  had  to  read  it;  it  was  a 
most  interesting  book;  but,  I  think  the  tax  education  of  Thomas 
Adams  beats  it  all  to  pieces,  and  if  that  book  is  ever  written.  I  for 
one  would  like  to  buy  a  copy. 

Chairman  Long:  His  education  is  still  going  on. 

Franklin  S.  Edmonds;  That  is  true.  I  don't  want  it  to  stop, 
by  any  means,  because  I  fancy  it  will  be  carried  on  in  the  next 
world  even,  but  I  want  the  book  thus  far.  I  want  to  say,  in  the 
second  place,  to  our  friends  the  tax  commissioners  that  during  the 
course  of  this  coming  year  it  may  be  necessary  for  us  to  call  upon 
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you  for  information  of  one  kind  or  another  that  will  aid  in  clarify- 
ing the  committee's  work.  I  want  to  ask  your  cooperation  when 
such  requests  come  in.  For  instance,  Seth  Cole's  proposition  de- 
mands a  very  definite  study  of  legislation.  We  feel  this  hole  ought 
to  be  plugged  up  in  the  taxing  system.  It  is  not  so  much  that 
many  people  have  taken  advantage  of  it  in  the  past,  but  now  that 
it  has  been  passed  on  by  the  Court  of  Appeals,  people  may  try  to 
take  advantage  of  it  in  the  future;  and  it  is  our  duty  to  plug  up 
these  holes,  so  that  the  honest  taxpayer  may  not  be  overtaxed  by 
being  compelled  to  make  up  the  deficiencies  of  the  others.  The 
judge  is  condemned  when  the  guilty  escape.  We  do  not  want  the 
guilty  to  escape  under  any  part  of  our  tax  plan.  If  therefore  the 
conference  endorses  that  suggestion,  and  letters  come  to  you  asking 
you  to  recommend  this  legislation  to  your  constituencies,  may  I  ask 
the  same  enthusiastic  and  wholehearted  cooperation  as  has  been 
shown  the  committee  on  reciprocity,  which  has  attained  such  extra- 
ordinary results.  We  want  to  keep  on  with  this  work.  It  is  a 
practical  method  of  bringing  the  legislation  of  the  states  into 
harmony. 

Charles  D.  Rosa  (Wisconsin)  :  I  rise  to  inquire  what  is  to  be 
the  disposition  of  the  report  of  this  committee. 

Chairman  Long:  The  disposition  of  the  report  of  this  com- 
mittee will  be  this:  That  the  conference  proceedings  will  contain 
it  where  you  can  all  read  it ;  and  the  second,  we  hope  that  this 
conference  will  adopt,  and  that  the  National  Tax  Association  will 
adopt,  the  resolution  which  is  going  to  be  reported  favorably  by 
the  resolutions  committee  that  this  committee  continue  in  its  work. 

Charles  D.  Rosa  :  The  reason  I  ask  the  question  is  this :  As 
Doctor  Adams  has  already  intimated,  this  is  an  extremely  compli- 
cated question ;  it  is  a  question  that  has  faced  every  administrator 
of  an  income  tax  in  the  United  States,  and  certainly  this  presenta- 
tion of  the  case  seems  to  one  engaged  as  an  administrator  a  one- 
sided thing.  Now,  perhaps  it  was  not  intended  to  be  such,  but  in 
a  certain  way  it  is  such.  With  no  time  here  on  the  part  of  ad- 
ministrators interested  in  this  matter,  certainly  no  action  should  be 
taken  without  first  continuing  the  discussion  at  some  future  time, 
so  thoroughly  that  all  sides  may  have  a  chance  to  present  their 
arguments. 

The  other  reason  why  I  arise  is  this,  that  in  cases  involving  the 
imposition  of  income  taxes  by  the  Wisconsin  Tax  Commission, 
the  reports  of  this  organization  have  been  introduced  in  evidence, 
and  I  am  afraid  are  going  to  influence  the  court,  on  the  theory 
that  everything  that  naturally  would  be  said  in  an  open  discussion 
in  an  organization  of  this  kind  had  been  said  when  it  has  not  been 
said.     I  want  this  suggestion  to  go  into  the  record :  For  instance, 
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in  the  Buick  Company  case,  where  they  simply  incorporated  a 
company  in  Wisconsin  and  allocated  to  it  year  by  year  the  non- 
sensical income  of  twenty-five  hundred  dollars,  I  just  want  to  call 
attention  to  that  case  as  one  of  those.  There  are  several  others, 
of  vast  importance  to  the  future  of  income  taxation  in  the  United 
States.  If  Doctor  Adams'  supposition  is  correct,  and  I  think  in 
the  main  it  is,  he  should  talk  with  the  Buick  Company  to  get  a 
different  slant  on  what  companies  sometimes  do  when  they  are 
egged  on  hy  the  fact  that  income  taxes  are  imposed  in  one  juris- 
diction and  not  imposed  in  others.  At  any  rate,  they  stand  there 
as  a  grotesque  proposition. 

The  Cliffs  Chemical  case,  decided  by  our  courts,  was  another 
case  where  the  company  deliberately  allocated  an  income,  claiming 
that  they  were  doing  it  on  the  basis  that  they  would  do  it  if  they 
were  dealing  at  arm's  length  with  a  different  organization,  that  was 
so  grotesquely  inadequate  when  it  came  to  allocate  income  to  the 
State  of  Wisconsin  that  the  supreme  court  of  the  state  did  not 
hesitate  a  minute  in  sustaining  our  demands  for  an  allocation  of 
the  income  on  the  basis  of  the  entire  income  of  the  company. 

Now,  I  realize  that  to  simply  go  to  work  and  divide  up  the  in- 
come of  any  organization  whose  business  spreads  over  several 
states  or  all  of  the  states  of  the  United  States  is  not  an  easy  task, 
and  as  Doctor  Adams  has  well  said,  it  is  a  matter  that  cannot  be 
determined  by  any  rule  of  thumb,  in  every  instance.  Nobody  has 
a  higher  regard  for  the  knowledge  of  taxation  of  Doctor  Adams 
than  I,  and  yet  I  just  wanted  to  stop  him  at  one  time  in  his  dis- 
course and  ask  him  how  the  offset  of  a  portion  of  federal  income 
tax  could  be  solved  or  would  solve  the  question  involved.  Take 
the  Palmolive  Company  case,  a  company  not  only  doing  business 
in  Wisconsin  but  all  over  the  United  States  and  all  over  the  world ; 
suppose  we  had  a  proposal  such  as  Doctor  Adams  suggests,  and 
that  I  am  in  favor  of,  it  is  not  going  to  simplify  the  thing  at  ail; 
it  is  not  going  to  solve  the  problem  of  distribution,  as  to  how  much 
of  that  income  is  properly  allocable  to  Wisconsin  or  Illinois  or 
New  York  or  Connecticut  or  Russia;  these  questions  are  just  as 
complicated  questions  of  fact  as  have  ever  faced  courts  or  human 
mortals  anywhere,  whether  administrators  or  judges,  as  the  chair- 
man with  the  gavel  in  his  hand  well  knows. 

Now,  our  time  is  gone  for  this  morning,"  but  I  hope  at  some 
future  time  that  this  matter  may  be  aired  in  a  way  befitting  the 
subject  involved. 

Franklin  S.  Edmonds:  May  I  just  say  to  Judge  Rosa,  that  the 
only  recommendation  in  the  report  of  the  committee  is  on  the  Seth 
Cole  presentation.  This  is  a  report  which  is  a  discussion  and  the 
statement  of  a  problem.     After  the  report  is  printed,   we  hope  we 
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will  be  able  to  get  clarifying  views  and  comments  from  the  mem- 
bers of  the  National  Tax  Association,  and  then  next  year  there 
may  be  some  recommendations  on  the  subject;  but  there  are  no 
recommendations  in  this  portion  of  the  report. 

Charles  D.  Rosa  :  May  I  just  reply  that  Senator  Edmonds  is  a 
good  enough  lawyer  to  know  how  stuff  that  gets  into  print,  without 
any  challenging  statements  on  the  same  printed  page,  may  influence 
courts  even  beyond  what  it  should  influence  them. 

Franklin  S.  Edmonds:  It  is  a  compliment  both  to  the  Wis- 
consin Supreme  Court  and  the  National  Tax  Association  that  they 
quote  our  reports  in  their  opinions. 

Chairman  Long  :  You  will  remember,  however,  Senator  En- 
monds  commented  on  the  fact  that  if  the  guilty  escape  it  was  not 
a  compliment  to  the  judge. 

T.  S.  Adams:  Judge  Rosa  calls  attention  to  a  real  abuse  of  the 
method  of  separate  accounting.  Certain  business  concerns  manipu- 
late the  accounts  of  their  branches  or  subsidiary  companies  both  in 
interstate  and  international  business.  The  administrative  authori- 
ties must  learn  to  check  and  correct  the  allocation  of  income  under 
the  method  of  separate  accounting.  That  method  is  imposed  upon 
us,  more  or  less,  by  court  decision.  It  is  subject  to  abuse.  The 
administrators  of  the  law  must  meet  and  check  those  abuses. 

In  this  connection,  I  desire  to  point  out  that  the  investigation  of 
allocation  and  apportionment  conducted  by  the  League  of  Nations 
is  under  the  direction  and  control  of  a  sub-committee  consisting 
entirely  of  governmental  representatives — the  chief  administrative 
heads  of  the  tax  systems  of  four  of  the  leading  European  nations 
and  the  Chief  Justice  of  the  Financial  Court  of  another  European 
country.  Recommendations  and  reports  will  be  made  to  this  body 
from  the  International  Chamber  of  Commerce,  associations  of  ac- 
countants, and  economists,  but  the  ultimate  decisions  in  this  inter- 
national inquiry  will  be  made  by  public  administrators. 

Charles  W.  Gersterberg  :  I  am  sorry  I  did  not  read  the  full 
report,  because  I  am  sure  that  Judge  Rosa  would  not  have  had  the 
opinion  of  our  statements  that  he  has.  For  example,  we  go  even 
further  than  Professor  Adams  goes,  in  the  illustration  he  gave  of 
the  Illinois  court.  I  am  just  going  to  take  the  time  to  read  to  you 
exactly  what  we  say  on  that  illustration,  not  having  in  mind  the 
fact  that  he  was  going  to  bring  up  that  illustration. 

(Mr.  Charles  W.  Gerstenberg  thereupon  read  from  the  report, 
as  follows :) 

"If  a  company  has  large  fixed  costs  —  such  as  for  patterns,  for 
machinery  and  for  overhead,  which  within  limits  is  often  a  quite 
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indexible  item  —  and  has  low  variable  costs  —  such  as  for  raw 
material  and  labor  used  to  turn  out  its  products — it  is  likely  to  make 
its  profits  in  large  measure  by  spreading  its  fixed  costs  over  a  large 
number  of  units  of  production  and  sale." 

I  spent  weeks  in  developing  a  mathematical  formula.  I  have  not 
put  it  in  here.  Although  it  is  a  correct  formula,  I  do  not  know 
how  to  use  it  for  this  particular  purpose.  I  hope  some  day  I  may 
be  able  to  demonstrate  mathematically  the  proposition  I  am  getting 
at  in  a  sentence  here. 

(  Mr.  Charles  W.  Gerstenberg  thereupon  read  from  the  report, 
as  follows:) 

"  Such  a  company  can  afford  to  sell  in  certain  markets  at  a 
price  little  above  the  variable  costs  per  unit  in  order  that  the  little 
margin  between  price  and  variable  costs  may  help  carry  the  fixed 
costs.  In  a  word,  the  company  may  sell  in  one  market  without 
apparent  profit,  but  the  existence  of  that  market  will  reduce  aggre- 
gate costs  to  the  place  where  a  profit  can  be  made  in  higher-priced 
markets.  Does  not  the  non-profit  market  really  help  to  earn  a 
profit  for  the  entire  business  ?  Does  not  the  state  which  includes 
the  non-profit  market  afford  protection  to  the  taxpayer  approaching 
in  importance  the  protection  afforded  by  the  state  or  states  in 
which  the  profit-making  markets  exist?  No  system  of  separate 
accounting  will  reflect  this  condition.  An  allocation  fraction,  on 
the  other  hand,  will  take  the  condition  into  account.  Good  por- 
traiture in  oils  does  not  yield  to  photography  in  the  matter  of  its 
ability  faithfully  to  record  the  truth  and  the  whole  truth." 

Chairman  Long:  Before  any  one  else  speaks,  I  understand  that 
the  railroad  representatives  are  only  going  to  be  here  today,  and 
that  there  are  some  fifteen  tickets  which  have  not  yet  been  re- 
claimed. I  understand  the  people  of  Georgia  are  very  much  com- 
plimented by  the  thought  that  those  fifteen  desire  to  remain  for- 
ever in  Georgia. 

There  is  an  executive  committee  meeting  immediately  after  this 
session.     I  now  recognize  Mr.  Mattison  of  Wisconsin. 

Walter  J.  Mattison  (Wisconsin)  :  I  wish  to  say  I  am  not  in 
the  administration  of  the  income  tax  law  in  Wisconsin.  I  am  only 
on  the  firing  line.  I  handle  the  tax  cases  that  come  up  in  the  city 
of  Milwaukee,  and  I  handled  the  Buick  case,  which  is  now  on 
appeal  before  the  Supreme  Court  of  the  United  States.  In  that 
particular  case  there  was  cited  in  the  briefs  submitted  to  the 
Supreme  Court  of  the  United  States  the  discussion  that  was  had 
before  the  National  Tax  Association,  and  because  of  that  fact 
Judge  Rosa  desired  to  call  attention  in  the  record  to  the  fact  that 
this  was  not  the  unanimous  opinion  of  the  National  Tax  Associa- 
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tion,  but  that  it  was  merely  a  report  which  was  subject  to  more 
investigation  and  additional  details  to  be  furnished  at  some  sub- 
sequent meeting. 

Xow.  in  Wisconsin  we  have  had  some  difficulty,  of  course,  in 
this  very  troublesome  question  of  allocating  profits  where  there  are 
interstate  transactions.  However,  you  will  notice  in  the  reports 
of  the  Wisconsin  and  the  United  States  Supreme  Court  that  there 
have  been  no  cases  that  have  gone  into  the  courts  which  involved 
purely  the  question  of  what  is  a  proper  allocation  in  the  State  of 
Wisconsin. 

What  we  seek  to  do  in  Wisconsin  is  to  find  out  by  either  of  the 
methods  what  was  actually  earned  or  what  was  the  income  on 
business  transacted  and  property  located  within  the  state.  Our 
difficulty  has  not  been  on  that  feature  of  the  case.  Our  difficulty 
has  been  in  meeting  the  situations  where  interstate  companies  enter 
into  contracts  with  interrelated  organizations,  subsidiaries  and  par- 
ents, in  which  they  deliberately  not  only  attempted  to  void  the 
taxes  in  the  state  but  to  evade  the  taxes  in  the  state.  Thus,  in  the 
Buick  Company  they  entered  into  a  contract  under  which  Buick 
agreed  to  sell  all  of  the  cars  throughout  the  entire  world  at  an 
agreed  income  of  twenty-five  hundred  dollars  a  year.  Xow.  when 
you  realize  that  in  one  year  the  sales  alone  amount  to  in  excess 
of  a  quarter  of  a  billion  dollars,  and  in  Wisconsin  it  approaches 
about  ten  million  dollars  a  year,  the  proposition  is  ridiculous.  On 
their  basis  we  would  be  entitled  to  about  a  dollar  and  a  half  in- 
come tax  in  the  state. 

The  Burroughs  Adding  Machine  Company  case  was  a  similarly 
fraudulent  contract,  and  I  use  the  word  advisedly  because  the 
courts  have  branded  these  contracts  as  frauds.  The  Palmolive  case 
sought  to  attribute  an  arbitrary  percentage  upon  the  manufacturing 
in  the  particular  state  and  assigned  all  the  rest  of  the  profit  to  the 
sales  organization.  In  the  Buick  case,  of  course,  they  wanted  to 
retain  it  in  the  manufacturing.  In  the  Buick  case  and  in  the 
Palmolive  case,  which  are  the  two  cases  now  in  the  courts,  I  think 
we  have  met  the  test  laid  down  by  the  Supreme  Court  or  the  Court 
of  Appeals  of  the  State  of  New  York,  and  also  by  the  Supreme 
Court  of  the  United  States  in  the  Hans  Rees  case.  In  the  Buick 
case  which  is  now  before  the  Supreme  Court  on  briefs,  on  a  peti- 
tion for  certiorari  to  the  Seventh  District  Circuit  Court  of  Appeals, 
if  the  petition  is  allowed  by  the  Supreme  Court  of  the  United  States 
I  think  that  it  is  going  to  go  a  long  way  towards  solving  this  very 
difficult  and  intricate  problem  that  we  have  discussed  at  these  con- 
ventions during  the  last  few  years.  I  noticed  in  the  printed  re- 
ports from  the  Buick  case  that  a  claim  was  made  that  we  had 
included  in  our  income  manufacturing  costs  on  an  organization 
that  purelv  conducts  a  sales  organization.  You  will  find  in  reading 
23' 
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the  briefs  in  the  case  or  reading  the  decision  of  the  District  Court 
that  that  is  not  the  fact.  We  have  gone  into  the  books  in  the  city 
of  Milwaukee  that  the  Buick  Company  kept  for  its  Milwaukee 
branch.  We  found  out  that  they  billed  to  the  Buick  Company  of 
Milwaukee  the  cost  of  sales.  Sixty  per  cent  of  the  Buick  saies 
organizations  are  branch  organizations ;  forty  per  cent  are  inde- 
pendent. So,  we  knew  right  at  the  start  what  the  cost  of  sales 
was;  we  knew  what  they  were  charging  the  independent  distribu- 
tor; we  knew  that  the  manufacturing  profit  was  included  in  the 
cost  of  sales  to  the  independent  distributor. 

Chairman  Long:  I  do  not  want  to  interfere  too  much  with 
your  development,  but  I  do  want  to  suggest  this,  that  the  busses 
start  at  two,  that  the  luncheon  hour  is  here,  and  I  am  afraid  these 
people  will  not  be  able  to  allocate  their  proportion  under  separate 
accounting  unless  we  carefully  measure  the  time. 

Walter  J.  Mattjson  :  I  just  want  to  say  that  we  have  met  the 
challenge  of  the  Hans  Rees  case  and  the  Palmolive  case,  and  we 
also  met  it  in  the  Buick  case ;  and  I  know  we  will  look  forward 
to  the  decisions  of  our  United  States  Supreme  Court  in  those  two 
instances,  because  I  think  it  is  going  to  solve  our  problem  to  a 
great  extent. 

Chairman  Long:  If  there  is  nothing  further,  we  will  adjourn. 

(Adjournment  to  Thursday  evening.  October  15,  1931,  at  8:00 
o'clock.) 
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Announcement  by  Mr.  VV.  C.  Royer  for  Local  Committee: 
Ladies  and  Gentlemen :  By  authority  delegated  to  me  by  Chairman 
Smith,  I  will  call  this  session  to  order.  This  part  of  the  program 
will  be  put  on  by  the  Big  Bethel  Choir  No.  1,  of  the  A.  M.  E. 
Church,  and  for  some  ot  our  visiting  delegations,  particularly  the 
English  clergymen,  I  might  say  that  a  goodly  number  of  this  choir 
will  appear  in  "  Heaven-Bound  "  next  week,  and  one  of  the  soloists 
of  this  choir  was  the  writer  of  the  song  number  —  "Heaven- 
Bound." 

Ladies  and  Gentlemen,  I  present  the  Big  Bethel  Choir  Xo.  1. 

(The  Big  Bethel  Choir  No.  1,  of  the  A.  M.  E.  Church  (colored), 
consisting  of  approximately  fifty  voices,  at  this  point  rendered 
Negro  spirituals,  until  9:  15  P.  M.) 

Philip  H.  Zoerciier  (Indiana)  :  Mr.  President,  I  move  that 
this  conference  extend  a  rising  vote  of  thanks  for  this  most  excel- 
lent music  that  we  have  heard  tonight. 

(Rising  vote  of  thanks  to  Big  Bethel  Choir  No.  1.) 

Chairman  Smith  :  The  conference  will  please  come  to  order. 
I  certainly  am  glad  that  I  am  not  called  upon  to  sing  this  evening. 
If  I  were,  I  think  I  would  approach  it  with  fear  and  trembling 
after  listening  to  these  wonderful  Bethel  singers. 

I  have  an  announcement  to  make.  The  session  tomorrow,  Fri- 
day, will  begin  at  9  o'clock  instead  of  9 :  30.  The  change  is  being 
made  in  order  that  the  members  of  the  Southeastern  Economic 
Association  may  return  to  the  Ansley  Hotel  for  the  luncheon 
session  of  that  association. 

I  also  desire  to  read  a  letter  received  today  from  Franklin  D. 
Roosevelt,  Governor  of  New  York,  in  response  to  an  invitation 
extended  to  him  to  attend  some  of  our  sessions.     The  letter  reads : 

Warm  Springs,  Ga.( 
Oct.  14,  1931. 
LIon.  Clarence  Smith,  Pres. 
National  Tax  Association,  Atlanta,  Ga. 

My  dear  Mr.  Smith: 

I  wish  much  that  I  could  come  to  the  conference  this  year, 
for  your  deliberations  are  always  of  great  use  to  state  execu- 

(355) 
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rives.  However.  I  have  to  leave  for  the  Yorktown  celebra- 
tion today. 

The  heads  of  all  governmental  units  are  faced  with  the 
double  problem  of  reducing  expenditures  and  at  the  same  time 
of  redistributing  the  tax  burden  to  obtain  a  more  fair  equal- 
ization. 

Please  give  my  regards  to  my  many  friends  at  the  conference 
and  tell  them  how  sorry  I  am  that  I  cannot  come  in  person. 

Very  sincerely  yours, 

Franklin  D.  Roosevelt. 

The  gentleman  who  will  preside  at  this  evening's  session  of  the 
conference  needs  no  introduction  from  me;  he  has  been  a  faithful 
worker  in  the  National  Tax  Association  for  many  years.  It  gives 
me  great  pleasure  to  call  on  Professor  Robert  M.  Plaig  of  Columbia 
University,  to  take  the  chair. 

Robert  -Murray  Haig,  presiding. 

Chairman  Haig:  Air.  President.  Ladies  and  Gentlemen:  The 
show  this  evening  seems  to  have  been  stopped  before  it  got  started. 
We  have  a  very  important  and  rather  lengthy  program,  so  without 
any  introduction  at  all  I  shall  call,  first,  on  Air.  James  W.  Martin. 
Professor  at  the  University  of  Kentucky,  who  will  present  the 
Report  of  the  Committee  of  the  National  Tax  Association  on  the 
Taxation  of  Motor  Vehicle  Transportation — Mr.  Martin. 

James  W.  Martix  (Kentucky)  :  The  committee  of  the  National 
Tax  Association  on  the  Taxation  of  Motor  Vehicle  Transportation 
acknowledges  assistance  from  numerous  individuals;  from  officers 
of  the  National  Tax  Association;  from  colleagues  of  the  chairman 
in  the  University  of  Kentucky,  including  Professor  Black  and 
Dean  Evans  of  the  Law  College.  Miss  Barger  and  Dean  \\ Test  of 
the  College  of  Commerce,  and  the  President  of  the  University ; 
from  Dr.  Frank  L.  McVey,  whom  some  of  you  will  recall  as  the 
first  chairman  of  the  Minnesota  Tax  Commission;  from  Mr.  Clar- 
ence Laylin  of  the  Columbus,  Ohio,  bar ;  from  Mr.  John  Meighan. 
Washington.  D.  C. ;  from  Mr.  Cass  of  the  Washington.  D.  C,  bar; 
from  several  officials  in  the  Bureau  of  Public  Roads ;  and  from 
numerous  tax  officials  throughout  the  United  States. 

Members  of  the  committee  present  at  the  conference  agree 
unanimously  to  the  report. 
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SOME  PROBLEMS  OF  MOTOR  VEHICLE 
BUSINESS  TAXATION 

Report  of  the  Committee  of  the  National  Tax  Association 
on  Taxation  of  Motor  Vehicle  Transportation 

james  w.  martin,  chairman 

Director  of  the  Bureau  of  Business   Research, 
University  of  Kentucky 

I.  Introduction 

The  committee  prepared  a  general  plan  of  a  complete  report 
which  was  suhmitted  before  the  1930  conference1  and  which  it 
sees  no  reason  to  change.  The  general  suggestion  was  that  motor 
taxation  might  be  regarded  as  falling  into  two  categories:  (a) 
special  highway  taxes  imposed  in  the  form  of  gasoline  and  regis- 
tration license,  and  (b)  taxes  imposed  for  general  purposes  on 
motor-vehicle  carriers  as  upon  carriers  of  other  types,  whether  on 
the  basis  of  income,  of  property,  or  of  business  activity.  It  was 
the  pleasure  of  the  committee  in  Part  2  of  its  report,  beginning  on 
page  137  of  the  Proceedings,  to  present  its  views  concerning  special 
highway  taxation.-  The  committee  would,  therefore,  have  the  con- 
ference accept  Parts  1  and  2  of  last  year's  report  as  giving  its 
unanimous  opinion  of  what  constitutes  the  best  thought  on  the  gen- 
eral subject  matter  included. 

Concerning  property  taxation  of  motor  vehicles  and  the  taxation 
of  personal  income  derived  from  their  operation,  the  committee 
sees  no  reason  to  elaborate  on  the  suggestion  which  it  offered  at 
the  1930  conference  and  which  is  reported  on  page  163  of  the 
Proceedings.  This  suggestion  was  to  the  effect  that  if  a  state  or 
its  subdivisions  tax  tangible  personal  property  in  general,  it  should 
levy  the  same  rate  on  motor  vehicles  as  on  other  forms  of  tangible 
personalty.  Likewise,  if  a  state  taxes  personal  income  derived 
from  the  ownership  of  tangible  personalty  in  general,  it  should  tax 
such  income  accruing  from  the  use  of  motor  vehicles.  This  recom- 
mendation obviously  contemplates  adoption  of  the  recommendations 
of  the  Model  Tax  Committee,  in  behalf  of  which  Chairman  C.  J. 
Bullock  presented  a  masterful  report  in  1919.  That  is  to  say,  the 
committee  approves,  in  respect  to  motor  vehicles,  the  general  plan, 
as  far  as  property  and  personal  income  taxes  are  concerned,  which 
Professor  Bullock's  committee  offered  in  1919. 

1  Proceedings,  1930,  pp.  135  ff. 

2  The  committee  should  call  attention  to  one  error  in  the  published  report 
of  last  year.  In  the  first  whole  sentence  on  p.  160  of  the  published 
Proceedings  the  words  "  former  "  and  "  latter  "  have  been  put  in  reversed 
position,  thereby  making  the  committee  say  precisely  the  opposite  of  what  it 
meant. 
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Another  variety  of  general  tax,  on  which  this  committee  offered 
an  hypothesis  before  the  1930  conference  (p.  163  of  the  Proceed- 
ings), has  to  do  with  a  method  by  which  business  taxes  can  be 
imposed  upon  motor  vehicle  businesses.  The  suggestions  offered 
on  that  point  were  highly  tentative  due  to  the  fact  that  the  com- 
mittee had  not  given  the  question  the  amount  of  study  which  its 
importance  justified.  Moreover,  the  situation  was  doubly  difficult 
owing  to  legal  complications  and  uncertainties.  During  the  current 
year  the  committee  has  devoted  its  attention  particularly  to  this 
aspect  of  its  problem.  By  any  report  which  it  may  make  at  the 
present  time  will  be  highly  provisional  in  character  because  of. 
(a  i  continued  legal  uncertainty,  and  (b)  the  shortness  of  the  time 
since  the  recent  highly  significant  Supreme  Court  decision  in  the 
Interstate  Transit  case.3 

II.    Business  Taxation  of  Motor  Transportation 

The  most  serious  difficulties  apparent  in  the  motor  business  tax 
situation  arise  from  our  federal  form  of  governmental  organization 
in  general  and  from  the  interstate  commerce  clause  of  the  Federal 
Constitution  in  particular.  The  courts  have  made  it  clear  that 
taxes  on  interstate  commerce  as  such,  even  though  the  business  is 
done  very  largely  within  the  state,  may  not  be  imposed.  ( Interstate 
Transit,  Incorporated  v.  Lindsey,  supra.)  On  the  other  hand,  it  is 
held  that  a  state  may  impose  taxes,  for  the  privilege  of  using  the 
roads,  upon  all  users  of  the  public  highways,  whether  interstate  or 
intrastate  carriers,  provided,  of  course,  that  such  taxes  represent  a 
fair  contribution  to  the  cost  of  constructing  and  maintaining  roads 
and  regulating  the  traffic  thereon.  The  proposition  that  those  who 
use  the  highway  as  a  place  of  business  may  be  taxed  more  severely 
than  those  who  make  private  use  of  the  highway  appears  to  be  un- 

:;  Interstate  Transit,  Incorporated  v.  Lindsey,  75  L.  ed.  559,  April  13, 
1 93 1. 

The  practice  of  the  several  states  has  been  analyzed  by  an  earlier  com- 
mittee {Proceedings,  1929,  pp.  477  fl\)  and  is  summarized  each  year  by  the 
National  Automobile  Chamber  of  Commerce  {Special  Taxation  for  Motor 
Vehicles).  Xo  definitely  new  principle  has  been  introduced  by  1931  legis- 
lation except  in  Wisconsin,  and  the  tax  officials  of  that  State  appear  to  be 
sceptical   as  to  the  possibility  of  good  administration  of  the   Wisconsin   Act. 

The  element  of  uncertainty  with  respect  to  the  income  tax  on  interstate 
commerce  arises  more  from  the  recent  opinions  dealing  with  the  problem 
from  other  points  of  view  than  from  what  appears  to  be  the  leading  case 
dealing  with  income  taxation  as  such.  (United  States  Glue  Company  v. 
Oak  Creek.  247  I".  S.  321.)  In  this  income  tax  case  several  years  ago,  the 
court  met  the  issue  squarely,  and  upheld  taxation  of  income  a  part  of 
which  was  derived  from  interstate  commerce.  In  recent  years,  however,  the 
continued  tendency  to  rule  invalid  taxes  applying  to  interstate  commerce 
has  seemingly  led  numerous  authorities,  perhaps  the  most  eminent  being  the 
reviser  of  Cooley  On  Taxation,  to  speak  doubtfully  of  the  situation  as  it 
stain]--  at  the  present  time. 


.MOTOR  VEHICLE   BUSINESS  TAXATION  359 

questioned,  [hoc.  cit.;  Kane  v.  New  Jersey,  243  U.  S.  160;  Clark 
v.  Poor,  274  U.  S.  554;  Sprout  v.  South  Bend,  277  U.  S.  163.)  In 
the  Interstate  Transit  case  it  is  clearly  pointed  out  by  Mr.  Justice 
Brandeis  that  such  a  tax  must  in  some  manner  affirmatively  set 
forth  that  the  tax  is  actually  imposed  as  a  charge  for  the  use  of 
the  highways.  The  court  explicitly  approves  doing  this  by  the  form 
of  the  tax  imposed  (that  is,  making  it  bear  a  definite  relationship 
to  the  use  of  the  highway)  or  by  a  special  allocation  of  the  reve- 
nues to  the  construction,  maintenance,  or  policing  of  highways. 

Obviously,  then,  the  legal  situation  (Interstate  Busses  Corpora- 
tion v.  Blodgctt,  276  U.  S.  245)  makes  it  impracticable  to  impose  a 
tax  directly  upon  interstate  vehicle  carriers  measured  by  the  volume 
of  business.  In  the  absence  of  this  difficulty  the  committee  would 
commend  a  plan  which  would  not  involve  separate  business  taxation 
of  motor  carriers,  but  which  would  classify  them  for  taxation 
under  the  general  business  tax  laws  of  the  state.  The  committee 
would  favor  a  system  of  taxation  for  business  which  is  not  essen- 
tially different  from  that  recommended  by  the  committee  on  a 
model  system  of  state  and  local  taxation  at  the  1919  conference.4 
It  was  pointed  out  by  Professor  Bullock's  committee  at  that  meet- 
ing that  probably  the  best  form  of  business  levy,  in  general,  is  a 
tax  based  on  net  earnings.  It  will  be  remembered,  however,  that 
the  committee  did  not  close  the  door  to  the  possibility  of  desirable 
adaptations  of  the  business  tax  to  meet  particular  situations;  and 
your  committee  is  of  the  opinion  that  the  flat-rate  business  net 
income  tax  payable  in  any  year  should  never  be  less  than  a  specified 
minimum  amount.  This  suggestion  is  based  on  the  belief  that  any 
enterprise  which  enjoys  the  protection  of  the  state  should  pay 
something  to  reimburse  the  commonwealth  for  necessary  expendi- 
tures, regardless  of  whether  or  not  the  undertaking  is  profitable. 

Since  the  problem  of  business  taxation  in  general  is  not  within 
the  scope  of  the  committee's  assignment,  it  does  not  seem  appro- 
priate to  undertake  a  discussion  of  the  precise  form  in  which  such 
a  minimum  tax  should  be  levied — or  even,  perhaps,  a  discussion  of 
whether  or  not  it  should  be  imposed.  It  may  not  be  amiss,  how- 
ever, to  refer  to  the  experience  of  New  York  and  Massachusetts 
by  way  of  illustrating  the  possibilities  of  such  minima.5 

Regardless  of  whether  the  states  adopt  simply  the  flat-rate  busi- 
ness income  tax.  as  they  have  done  in  a  considerable  number  of 
cases  since  1919,6  or  a  net  income  tax  which  is  supplemented  by 
some  sort  of  specified  minimum   contribution,   the   committee   sees 

4  Proceedings,  1919,  pp.  45 1  ff. 

6  See  New  York  Tax  Law,  1930,  Arts.  99c  ;  Massachusetts  General  Laws 
Relating  to  Taxation  and  Special  Assessments,  1929,  chap.  63. 

6  Tax  Research  Foundation,  Federal  and  State  Tax  Systems,  2nd  ed., 
p.  82. 
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no  reason  for  treating  motor  vehicle  carriers  differently  from  other 
classes  of  business,  such  as  electric  utilities  and  industrial  corpora- 
tions. In  other  words,  but  for  constitutional  difficulties  there  is  no 
apparent  reason  why  there  should  be  a  problem  of  motor  business 
taxation  aside  from  the  general  business  tax  problem,  except,  of 
course,  in  so  far  as  a  method  of  allocation  between  states  would 
have  to  be  developed  to  apply  specifically  to  this  class  of  business. 
There  is  no  more  difficulty  in  this  allocation  than  in  the  case  of 
other  interstate  businesses. 

A  logical  solution  is  an  amendment  to  the  Constitution  of  the 
United  States  which  will  make  possible  a  reasonable  allocation  for 
tax  purposes  of  interstate  business  to  the  several  states  through 
which  it  is  carried  on.  Such  an  amendment  should,  of  course, 
safeguard  the  free  movement  of  interstate  commerce  by  retaining 
the  traditional  prohibition  against  import  and  export  duties  on 
goods  shipped  between  the  states  and  the  ban  against  discrimina- 
tory imposts  on  interstate  commerce.  To  put  the  matter  directly, 
it  seems  to  many,  as  indicated  by  the  resolution  now  before  this 
conference,  that  the  time  is  ripe  for  legal  provision  making  avoid- 
ance of  tax  discriminations  against  interstate  commerce  possible 
and  rendering  resort  to  subterfuges  7  such  as  are  now  practiced 
unnecessary.  The  committee  recognizes  the  importance  of  the  ex- 
isting constitutional  difficulties,  not  only  in  relation  to  motor  taxa- 
tion, but  also  in  many  other  fiscal  relationships. 

The  committee,  therefore,  outlines  what,  in  its  opinion,  is  the 
best  plan  now  constitutionally  possible  for  taxation  of  motor  vehicle 
transportation  business. 

In  the  light  of  the  legal  situation,  it  appears  to  be  impossible  to 
impose  immediately  any  state  business  tax  directly  on  that  part  of 
motor  vehicle  business  which  involves  crossing  state  lines.  This  is, 
of  course,  a  substantial  proportion  of  the  entire  business,8  and  the 
committee  accepts  with  reluctance  any  program  which  involves 
complete  exemption  of  this  type  of  enterprise  from  the  payment  of 
business  tax  for  the  privileges  enjoyed  under  the  protection  of  the 
state,  if  at  the  same  time,  as  the  committee  believes  to  be  proper. 
other   forms  of  transportation   are  to  be  subject  to   a   tax    for  the 

7  One  of  the  usual  means  of  securing  a  contribution  is  through  the  sub- 
terfuge of  taxing  the  "  franchise  "  of  the  interstate  business.  The  value  of 
the  francliisc,  corporate  excess,  or  intangible  property  can  be  determined  on 
the  basis  of  earnings  and  allocated  to  the  various  states.  Thus  tin-  capital 
'•alue  of  the  earnings  capacity  becomes  a  basis  of  taxation. 

Another  method,  illustrated  particularly  by  practice  in  the  motor  lax 
field,  is  to  impose  a  tax  on  the  "  privilege  of  using  the  highways  as  a  pln«:e 
of  business."  This  subterfuge  business  tax  is  sufficiently  illustrated  by  lit-- 
discussion  below. 

8  About    [o  per  cent  of  all   common-carrier  Imsses  are   engaged    in   intci 
state  activity.      The  proportion   of  trucks  is  not  known. 
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privilege  of  carrying  on  business.  Consequently,  the  committee  is 
persuaded  that  some  plan  which  will  secure  a  contribution  from 
both  interstate  and  intrastate  motor  transportation  should  be 
adopted. 

It  appears  that  there  are  three  legally  possible  procedures,  (a)  a 
state  may  impose  on  all  motor  vehicle  business  or  on  all  common- 
carrier  motor  transportation  a  levy  based  upon  vehicle  mileage  or 
ton  mileage  exacted  for  the  privilege  of  using  the  public  highways 
as  a  place  of  business;  (b)  it  may  impose  such  a  tax  and.  in  addi- 
tion thereto,  practically  any  sort  of  tax  on  intrastate  carriers  for 
the  privilege  of  carrying  on  their  business;  or  (c)  a  state  may 
impose  a  tax  on  intrastate  business  measured  by  gross  receipts  or 
net  income  and  at  the  same  time  impose  on  interstate  carriers  an 
exaction  which  constitutes  a  fair  measure  of  their  use  of  the  roads. 
(Interstate  Busses  Corporation  v.  Blodgctt,  supra.)  In  order  to 
meet  the  approval  of  the  courts  it  would  probably  be  necessary  for 
both  such  tax  statutes  to  set  forth  affirmatively  that  the  tax  is  im- 
posed as  a  charge  for  the  privilege  of  using  highways  as  a  place 
for  carrying  on  private  business  enterprise. 

Of  the  three  methods,  the  first  and  third  seem  to  the  committee 
to  be  preferable  to  the  second.  Probably  the  first  is  to  be  preferred 
to  the  third  because  of  administrative  considerations.  The  com- 
mittee recognizes  that  this  suggestion  contemplates  some  sacrifice 
of  fairness  in  the  interest  of  simplicity.  It  is  believed  that  the  loss 
which  would  be  incurred  by  dual  administrative  machinery  would 
more  than  offset  the  gain  which  would  accrue  from  more  equitab'e 
taxation  of  intrastate  transport,  but  with  a  separate  method  from 
that  applied  to  interstate  carriers. 

The  committee,  therefore,  commends  taxation  of  common-carrier 
motor  business  levied  as  an  excise  on  the  privilege  of  using  the 
highways  of  the  state  as  a  place  of  business.  It  should  be  empha- 
sized that  this  excise  is«to  be  regarded  as  a  substitute  for  business 
taxation.  The  committee,  as  indicated  above,  believes  that,  in  the 
economic  sense,  the  privilege  of  using  the  highways  is  cared  for 
by  means  of  the  gasoline  and  registration  taxes  and  that  the  tax 
here  proposed  is,  economically  speaking,  a  business  tax  and  not  a 
highway  privilege  tax.  The  only  justification  for  suggesting  that 
it  be  imposed  as  a  highway  privilege  tax  /';;  form  is  that  it  meets 
the  purely  legal  requirements. 

The  tax  here  contemplated  being  regarded  as  a  business  levy  in 
the  economic  sense,  the  rate  should  be  such  that  the  operator  of 
motor  vehicles  would  pay  substantially  the  same  contribution  in 
proportion  to  his  business  income  as  do  businesses  of  other  classes, 
more  especially  public  service  corporations.  Likewise,  it  should  be 
emphasized  that  the  committee  favors  essentially  the  same  general 
application  of  the  tax  on  this  as  on  other  businesses,  as  far  as  the 
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Constitution  of  the  United  States  and  of  the  several  states  permit.9 
It  lias  been  indicated  above  that  the  tax  on  interstate  motor 
vehicle  transportation  sustained  by  the  Supreme  Court  of  the 
United  States  in  the  Connecticut  case  was  imposed  on  the  basis  of 
vehicle  mileage.  The  committee  believes  that  it  would  be  unwise 
to  employ  this  measure  for  two  reasons.  (1)  It  may  be  expected 
that  in  so  far  as  taxation  affects  the  character  of  business  in  any 
respect  such  a  plan  would  have  the  result  of  inducing  motor  car- 
riers to  substitute  larger  vehicles  for  those  already  in  use.  This 
substitution  might  involve  a  net  loss  to  the  corporation  not  in 
excess  of  the  tax  saving.  Furthermore,  it  would  result  in  de- 
cidedly greater  wear  and  tear  on  the  highways.  (2)  For  precisely 
the  reason  that  heavier  vehicles  would  tend  to  be  substituted  for 
lighter  ones,  such  a  program  would  influence  the  carriers  to  provide 
less  frequent,  and  hence  less  efficient,  service.  It  must  be  kept  in 
mind  that  a  peculiar  advantage  of  motor  transportation  lies  in 
ability  to  provide  more  efficient  service  in  this  particular  respect. 
The  state,  of  course,  should  be  reluctant  to  interfere  with  the  de- 
velopment of  this  advantage.  Consequently,  an  effort  should  be 
made  to  find  a  measure  of  the  tax  contribution  which  will  not 
involve  such  undesirable  results. 

In  the  light  of  the  supreme  court  decisions,  it  appears  that  a 
more  refined  measure  of  the  use  of  the  highways  than  vehicle  mile- 
age would  meet  approval  as  the  basis  for  the  tax  on  interstate 
motor  businesses.  The  committee  suggests  that  the  most  exact 
measure  practically  certain  to  be  approved  by  the  courts  is  gross 
ton  miles  or  gross  passenger  miles  traveled.  If  the  state  preferred 
it  might  measure  the  contribution  by  gross  ton-mile  capacity,  that 
is,  by  the  number  of  tons  of  vehicle  weight  plus  the  number  of 
tons  of  carrying  capacity  multiplied  by  the  number  of  miles  the 
vehicle  runs  or  by  passenger  seat  miles,  as  the  case  might  be.  In 
some  states,  the  number  of  miles  the  vehicle  is  scheduled  to  be  run 
might  be  used  as  the  measure  instead  of  the  number  it  is  actually 
run.  From  the  point  of  view  of  justice  in  taxation,  however,  gross 
ton-mile  capacity  is  an  unsatisfactory  substitute  for  actual  gross 
ton-miles  of  operation. 

On  the  other  hand,  there  are  certain  compensations  for  the  in- 
justices that  may  occur  as  a  result  of  utilizing  this  type  of  pre- 
sumption. In  the  first  place,  there  seems  to  be  some  tendency  in 
the  case  of  both  freight  and  passenger  carriers  10  to  reduce  disper- 

9  This  general  view  is  in  keeping  with  the  suggestion  of  the  committee  on 
taxation  of  public  utilities  {Proceedings,  1922,  p.  167)  that  the  public  ser- 
vice companies  should  be  taxed  as  nearly  as  possible  "  on  an  equality  with 
other  kinds  of  property  and  business." 

10  This  is  known  to  apply  to  common  carriers.  By  load  factor,  as  used 
here,  the  committee  means  the  average  ratio  of  actual  load  carried  to  the 
aggregate  capacity  of  a  fleet  of  vehicles. 
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sion  in  average  load  factors  of  fleets  of  vehicles.  Of  course,  if  the 
load  factor  were  precisely  constant  and  the  tax  levied  with  fore- 
knowledge of  the  fact,  a  tax  based  on  the  seat  mileage  actually 
operated  in  the  case  of  passenger-carriers — or  on  the  gross  ton-mile 
capacity  actually  operated  in  the  case  of  freight  carriers — would 
result  in  the  same  tax  that  would  be  imposed  if  the  actual  number 
of  passenger  miles  or  ton  miles  were  used.  Moreover,  the  use  of  a 
presumption  based  on  the  general  tendency  would  tend  to  encourage 
efficiency  of  operation  on  the  part  of  carriers,  since  a  bus  company, 
for  example,  having  to  pay  taxes  on  the  basis  of  a  given  number 
of  seat  miles,  would  seek  to  avoid  tax  payment  by  increasing  its 
load  factor.  Concretely,  if  in  the  inter-city  bus  business  generally, 
the  load  factor  is  approximately  35  per  cent,  a  tax  computed  on  the 
seat-mile  capacity  would  have  a  tendency  to  encourage  those  having 
load  factors  of  only  25  per  cent  to  develop  greater  load-factor 
efficiency  and  thereby  avoid  a  tax  burden  heavier  than  that  im- 
posed upon  competitors  with  load  factors  as  high  as,  or  higher 
than,  the  average. 

While  the  committee  has  been  unable  to  make  a  thorough  investi- 
gation to  determine  the  exact  relationship  between  a  tax  based  on 
seat  mileage  (for  passenger  carriers)  and  ton-mile  capacity  (for 
freight  carriers)  it  appears  that  a  rate,  neither  materially  higher 
nor  substantially  lower  than  the  equivalent  of  rates  on  other  classes 
of  utilities,  should  be  imposed.  Such  a  rate  should  involve  no 
discrimination  between  interstate  and  intrastate  commerce. 

In  other  words,  acceptance  of  the  committee's  proposal  would 
mean  equalizing  taxation  of  motor  vehicle  businesses  with  other 
classes  of  enterprise  in  all  states,  imposing  a  business  income  tax. 
Where  other  forms  of  business  tax  are  imposed,  the  tax  on  motor 
carriers  should  require  on  the  average  substantially  the  same  pro- 
portion of  net  income  as  that  exacted  by  business  tax  from  other 
classes  of  business  enterprise.  The  effort  to  develop  a  method 
through  which  a  state  may  attain  uniformity  of  business  taxation 
applicable  to  motor  transportation  and  to  other  enterprises  may  be 
regarded  as  a  central,  theme  of  this  report. 

Two  cautions  in  this  connection  are  of  peculiar  importance. 
(1)  The  committee  would  particularly  recommend  that  those  states 
which  have  already  developed  reasonably  satisfactory  systems  of 
business  taxation  for  motor  carriers,  should  retain  their  present 
taxes  rather  than  adopt  the  plan  which  has  been  suggested.  For 
example,  in  some  states  it  has  been  the  practice  for  some  time  to 
impose  on  public  utility  corporations  a  gross  receipts  tax  in  lieu  of 
the  general  property  tax.  Legally,  this  impost  is  a  property  tax. 
Economically,  it  is  both  a  property  and  a  business  tax,  and,  seem- 
ingly, meets  the  situation  with  reasonable  satisfaction  to  both  the 
taxpayer  and  the  commonwealth.     In  other  states,  forms  of  business 
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taxation  have  been  developed  in  such  a  way  that  any  change  might 
do  more  harm  than  good.  (2)  In  the  second  place,  it  needs  to  be 
emphasized  that  the  committee  is  proposing  an  exclusive  business 
tax.  For  those  enterprises  which  pay  this  tax,  therefore,  there 
should  be  no  other  contribution  for  the  privilege  of  engaging  in 
business  or  for  the  privilege  of  using  the  public  roads  for  business 
purposes.  This  caution  should  be  interpreted  in  the  light  of  the 
committee's  recommendations  to  the  1930  conference,  respecting 
registration  taxes  and  the  coordination  of  those  licenses  with  the 
motor  fuel  taxes. 

With  respect  to  the  application  of  the  proposed  tax  on  motor- 
carrier  businesses,  there  are  complications  which  should  be  noted. 
In  most  of  the  states  at  the  present  time,  the  tax  is  applicable  only 
to  common  carriers,  but  in  some  cases  it  applies  also  to  other 
vehicles  operated  for  hire  and  known  in  the  trade  as  '"  contract 
carriers.''  The  committee  believes  that,  with  a  proper  system  of 
general  business  taxation,  income  derived  by  private  users,  such  as 
oil  companies  or  wholesale  grocers,  will  be  satisfactorily  reached  by 
means  of  the  general  business  tax.  This  will  be  true  also  of  local 
motor  carriers  which  operate  for  hire;  but  such  a  tax  used  alone 
would  be  unsatisfactory  for  those  engaged  in  public  service  busi- 
ness, because  it  would  fail  often  in  application  to  interstate  carriers. 
This  is  also  largely  true  of  contract  carriers  doing  an  interstate 
business. 

There  is  substantial  legal  distinction  between  common  carriers, 
on  the  one  hand,  and  contract  and  private  carriers,  on  the  other ; 
but  whether  the  economic  difference  is  sufficient  to  justify  a  differ- 
entiation for  purposes  of  taxation  is  open  to  question.  In  some 
respects  it  would  be  much  better  were  it  possible  at  once  to  provide 
uniform  tax  burdens  for  all  classes  of  motor  businesses.  (1)  This 
uniformity  would  not  tend  to  induce  shifting  of  traffic  from 
common-carrier  to  unregulated  transportation  agencies,  such  as  now 
frequently  occurs.11  (2)  It  would  not  involve  unfair  discrimina- 
tion between  businesses  employing  vehicles  of  the  same  general 
character.  (3)  It  would  secure  a  contribution  from  practically  all 
the  important  users  of  the  highway  who  cannot  be  reached  by  the 
general  business  income  tax.  Since  only  5  or  6  per  cent  of  all 
trucks  are  operated  as  common  carriers.1-  it  is  obvious  that  some 
means  should  be  designed  to  secure  a  contribution  from  the  larger 
number  of  contract  carriers. 

In  the  opinion  of  the  committee,  the  plan  proposed  above  should 

rhomas   If.  MacDonald,  Chief  of  the  Bureau  of  Public  Roads,   United 
I  lepartment   of   Agriculture,    Testimony   before    the    Interstate    Com- 
merce Commission  in  Docket  23400  at  pp.  4-7  of  the  reprint  by  the  National 
Association  of  Motor  This  Operators. 
12  Loc.  cit. 
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apply  to  interstate  and  intrastate  public  service  freight  and  pas- 
senger carriers;  bnt  data  thus  far  available  do  not  justify  conclu- 
sions with  respect  to  the  application  of  the  business  tax  to  contract 
carriers.  At  this  time,  consequently,  the  committee  recommenda- 
tion is  designed  to  concern  only  common-carrier  motor  transpor- 
tation.1'1 

Thornton  Alexander 

George  G.  Clark 

\V.  L.  Dill 

M.  H.  Hunter 

R.  C.  Norman 

F.  E.  Packard 

Warner  Tufts 

Leslie  Vickers 

Henry  F.  Waldrat 

James  W.  Martin,  Chairman 

Dissenting  Report  of  Mr.  Childe, 
Member  of  the  Committee 

I  regret  that  I  am  not  able  to  concur  in  the  conclusions  and 
recommendations  of  the  report.  It  seems  to  me  that  while  it  is 
specifically  stated  at  the  beginning  of  the  report  that  it  is  not  in- 
tended to  change  the  conclusions  of  the  1930  report,  the  practical 
effect  of  the  recommendations  now  submitted  would  be  to  conflict 
seriously  with  the  committee's  conclusions  of  last  year;  that 

(1)  It  is  unwise  to  impose  special  taxes  on  motorists  beyond  the 
point  necessary  to  meet  highway  expenditures  which  would 
not  have  been  incurred  in  the  absence  of  the  motor  vehicle, 
and  which  are  not  more  equitably  and  conveniently  imposed 
upon  other  beneficiaries.     (P.  17,  1930  report.) 

(2)  The  gasoline  tax  is  the  best  single  means  of  metering  high- 
way service  to  road  users.      (P.  24.) 

(3)  The  gasoline  tax  should  be  supplemented  by  a  graduated 
motor  registration  tax. 

(4)  The  committee  does  not  contemplate  any  radical  revision  of 
the  motor  registration  and  gasoline  tax  now  levied.     (P.  19.) 

(  5)   All  motor  vehicles  should  be  treated  alike,  regardless  of  the 

purpose  for  which  they  are  used.     (P.  27.) 
(6)   Any  other   type  of  motor   taxation  of   a  general   character 

should  not  be  regarded  as  special  motor  vehicle  taxation  in 

any  sense. 

13  Two  problems,  in  the  opinion  of  the  committee,  need  to  be  solved  be- 
fore it  is  possible  to  determine  whether  this  or  some  other  tax  ought  to  be 
applied  to  contract  carriers  :  (a)  the  problem  of  accounting  technique  for 
truck  companies  and  (b)  the  problem  of  affording  to  the  state  means  of 
securing,  without  unreasonable  difficulty,  information  that  will  make  pos- 
sible the  taxation  of  such  carriers  on  an  equitable  basis. 
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)  i  There  appears  no  good  reason  for  any  discrimination  be- 
tween businesses  operating  as  common  carriers  and  those 
operating  as  contract  carriers,  unless  the  former  enjoys 
special  privileges  conferred  by  the  state  not  shared  by  the 
latter. 
I  8  i  General  taxation,  such  as  on  property  or  income  should  be 
applied  to  motor  vehicles  or  the  income  derived  therefrom 
to  the  same  extent  as  to  other  tangible  personal  property. 
.  .  .  The  revenue  from  such  a  tax  should  be  used  for  gen- 
eral purposes  rather  than  for  highway  purposes.     (P.  32.) 

It  is  pointed  out  in  the  present  report  that  interstate  motor  car- 
riers may  not  be  taxed  by  the  states  except  to  the  extent  that  such 
taxation  represents  a  fair  contribution  to  the  cost  of  constructing 
and  maintaining  roads  and  regulating  the  traffic  thereon.  The  com- 
mittee proposes,  however,  the  subterfuge  of  a  tax  levied  obtensibly 
for  the  use  of  highways  which  would  in  reality  be  a  business  tax 
and  not  a  highway  privilege  tax. 

Such  a  subterfuge,  in  my  judgment,  is  in  conflict  with  the  de- 
cision of  the  Supreme  Court  in  Interstate  Transit  versus  Lindsey, 
wherein  it  is  stated : 

"  While  the  state  may  not  lay  a  tax  on  the  privilege  of  en- 
gaging in  interstate  commerce,  it  may  impose  even  upon  motor 
vehicles  engaged  exclusively  in  interstate  commerce  a  charge. 
as  compensation  for  the  use  of  the  public  highway,  which  is  a 
fair  contribution  to  the  cost  of  constructing  and  maintaining 
them,  and  of  regulating  the  traffic  thereon.  As  such  a  charge 
is  a  direct  burden  on  interstate  commerce,  the  tax  can  not  be 
sustained  unless  it  appears  affirmatively,  in  some  may,  that  it 
is  levied  only  as  compensation  for  the  use  of  the  highways  or 
to  defray  the  expense  of  regulating  motor  traffic."  (  Italics 
-applied.) 

The  committee  further  recommends  that  the  proposed  taxes  be 
levied  only  upon  common-carrier  motor  transportation  and  that 
contract  carriers  and  vehicles  hauling  freight  of  their  owners  be 
exempted.  This,  I  believe,  would  be  so  clearly  a  discrimination 
against  the  common-carrier  vehicle  as  to  violate  constitutional 
rights. 

Let  me  call  attention,  in  this  connection,  to  the  decision  of  the 
Tinted  States  Supreme  Court  in  Smith  v.  Cahoon,  May  25,  1931. 
holding  a  Florida  statute  requiring  certain  carriers  to  obtain  cer- 
tificate of  necessity  and  convenience,  to  furnish  bonds,  etc..  but 
exempting  from  such  requirements  certain  other  motor  carriers, 
void  because  discriminatory. 

Aside  from  what  seem  to  me  the  legal  defects  of  the  committee's 


MOTOR  VEHICLE  BUSINESS  TAXATION  367 

proposals,  I  consider  it  entirely  impracticable  to  impose  a  tax  on 
motor  transportation  companies  based  upon  gross  tonnage  handled, 
which  would  even  approximate  general  business  taxes.  Such  tax 
on  common  carriers  only,  which  was  not  applicable  to  contract  or 
private  carriers,  would,  of  course,  tend  to  drive  common  carriers 
oft"  the  highways  to  the  detriment,  not  only  of  the  common  carriers, 
but  also  of  their  patrons,  as  distinguished  from  contract  and  pri- 
vate carriers  and  their  users.  Further.  I  think  the  gross  tonnage 
tax  would  be  an  undue  burden  on  transportation  of  heavy  low-grade 
commodities  as  compared  with  high-grade  bulkier  goods,  which  on 
basis  of  value  are  able  to  bear  higher  rate  of  taxation  than  the 
heavy  freight. 

The  conclusion  seems  inescapable  from  these  considerations  that : 

i  1  )  A  state  may  levy  taxes  upon  interstate  motor  transportation 
only  as  a  fair  contribution  to  the  cost  of  constructing  and 
maintaining  highways  and  regulating  traffic  thereon. 

(2)  Gasoline  taxes  and  graduate  license  fees  are  the  faire?t 
method  of  levying  such  taxes. 

(3)  A  tax  on  gross-ton  miles  of  transportation  by  common- 
carrier  motor  vehicles,  in  addition  to  gasoline  and  license 
taxes,  cannot  justly  or  lawfully  be  imposed  as  a  business 
tax  under  the  subterfuge  that  it  is  to  compensate  for  the  use 
of  highways. 

(4)  Such  a  tax  on  common-carrier  transportation  only,  and  not 
on  contract  or  private  carriers,  would  be  unjustly  discrimi- 
natory against  common  carriers  and  their  patrons,  in  viola- 
tion of  principles  of  fairness  and  probably  of  constitutional 
rights. 

z  A  gross  ton-mile  tax  would  be  difficult  and  expensive  of 
enforcement,  and  would  impose  a  relatively  undue  burden 
upon  low-grade  heavy  freight  as  distinguished  from  the 
higher,  bulkier,  more  valuable  commodities. 

C.  E.  Childe 

Chairmax  Haig:  We  will  now  throw  the  meeting  open  for 
discussion  of  this  report,  under  the  seven-minute  rule.  If  there  are 
a  great  many  who  desire  to  discuss  the  paper  it  may  be  necessary 
to  close  the  discussion,  but  that  step  will  not  be  taken  until  we  see 
how  lively  a  discussion  ensues.  I  am  ready  to  recognize  anybody 
who  wishes  to  discuss  this  paper. 

Fitzgerald  Hall  (Tennessee  i  :  While  I  happen  to  be  here  as 
an  accredited  representative  from  the  State  of  Tennessee,  I  think 
it  only  fair  that  I  should  say  I  am  likewise  a  lawyer  for  a  rail- 
road, and  therefore  it  may  be  that  I  approach  this  subject  from  a 
somewhat  biased  point  of  view. 
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I  f  i  correctly  understood  the  recommendation  in  the  paper,  it 
was  this:  That  common  carriers  by  motor  vehicle  be  taxed  approxi- 
mately the  same  proportion  of  their  gross  revenues  as  other  busi- 
nesses. Now,  assuming  I  correctly  understood  the  paper.  I  beg  to 
dissent  very  vigorously  from  that  suggestion,  for  this  reason: 
When  the  ordinary  taxpayer  turns  his  money  over  to  the  govern- 
ment, what  does  he  get  in  return  ?  He  gets  nothing  on  earth  except 
general  governmental  protection.  When  the  common  carrier  by 
motor  vehicle  pays  his  money  into  the  public  till,  what  does  he  get? 
He  gets  exactly  the  same  governmental  protection  that  you  and  I 
and  everybody  e'se  get,  plus  a  highway  built  and  maintained  at 
state  expense. 

Now,  let  me  show  you  the  fallacy  of  the  recommendation,  assum- 
ing I  interpreted  it  correctly.  According  to  the  figures  of  the  auto- 
mobile industry  itself,  automobiles  in  the  country  as  a  whole  pay  a 
little  over  seven  cents  out  of  each  dollar  gross  revenue  in  taxes  of 
all  kinds — gasoline,  privilege  taxes,  license  taxes,  income  taxes  and 
so  on.  Now.  railroads  do  not  pay  that  much  ;  they  pay  about  six 
cents;  but  over  fifty  per  cent  of  our  investment,  which  is  over 
twenty  billions  of  dollars,  is  in  roadway  alone.  I  leave  outside 
water  tanks,  and  so  on.  all  the  little  buildings  up  and  down  the 
tracks:  I  leave  outside  the  fences,  and  so  forth.  The  roadway 
itself  represents  over  ten  billions  of  investment.  We  have  to  pay 
interest  on  that  investment,  we  have  to  maintain  it.  and  it  costs  us 
on  an  average  S2.700.00  per  mile  of  main  track  every  year.  Then, 
we  have  to  pay  taxes  on  it. 

To  compare  what  the  common-carrier  motor  vehicle  pays,  and 
what  it  gets,  with  what  the  railroad  pays  and  what  it  gets,  you 
have  to  figure  the  interest  we  pay  on  investment  in  roadway,  plus 
what  it  costs  us  to  maintain  that  roadway ;  and  that  for  the  country 
as  a  whole,  figured  ultra-conservatively.  is  in  excess  of  twenty-six 
cents  out  of  each  dollar  of  gross  revenue.  In  other  words,  common 
carriers  by  motor  vehicle  for  approximately  seven  cents  out  of  each 
dollar  of  gross  revenue  get  governmental  protection,  plus  a  high- 
way maintained  and  built  at  public  expense.  To  get  exactly  the 
same  thing  common  carriers  by  railroad  must  pay  in  excess  of 
twenty-six  cents,  or  approximately  four  times  more  than  common 
carriers  by  motor  vehicle. 

Xow.  the  automobile  industry  is  a  marvelous  thing:  it  ought  to 
have  every  advantage;  it  is  something  new  and  we  ought  not  to 
try  to  go  too  fast  and  shackle  it.  as  we  have  shackled  the  railroads, 
but  it  ought  to  be  made  to  pay  its  own  way,  just  exactly  like  its 
competitor,  the  railroad;  and  that  is  all  we  ask.  Put  us  on  the 
same  basis;  and  if  they  can  then  put  us  out  of  business,  then  we 
are  no  longer  economically  necessary  and  ought  to  go  out  of  busi- 
ness.     But,    so   long   as    we   have   to   pay    four   times   as   much    as 
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common  carriers  by  motor  vehicle,  it  is  not  fair;  and  I.  for  my 
particular  railroad,  a  citizen  of  Tennessee,  and  operating  in 
Georgia,  ask  that  this  conference  do  not  accept  the  proposition 
that  this  same  percent  of  gross  revenue  should  be  placed  on 
common-carrier  motor  vehicles  as  on  other  industries,  because  the 
motor  vehicles  get,  in  addition  to  governmental  protection,  a  high- 
way for  the  purpose  of  making  money  for  themselves. 

Chairman  IIaig:  I  am  wondering,  'Sir.  Martin,  whether  you 
might  wish  to  state  whether  or  not  the  gentleman  has  properly 
interpreted  the  report. 

James  W.  Martin  :  It  was  emphasized  in  last  year's  report, 
which  in  part  is  incorporated  in  this  report  by  reference,  that  the 
highway  users  should  pay  for  the  highways  they  use,  in  so  far  as 
they  bring  about  the  necessity  for  them,  and,  we  think,  should 
make  that  contribution  through  gasoline  taxes  and  registration 
taxes  that  those  taxes  should  be  properly  distributed  between  the 
various  users.  The  committee  did  not  suggest  that  the  tax  on 
common  carriers  should  be  the  same  as  the  taxes  on  private  car- 
riers, as  emphasized  in  the  last  paragraph  of  the  present  report,  to 
the  effect  that  the  committee  makes  no  recommendation  with  respect 
to  any  except  common  carriers.  I  would  perhaps  better  emphasize 
again  the  fact  that  the  report  of  this  year  is  inseparable  from  parts 
one  and  two  of  the  report  of  last  year,  and  that  it  is  impossible  to 
deal  with  the  business  taxation  problem  entirely  apart  from  the 
registration  and  gasoline  tax  problem,  as  would  appear  to  have 
been  done  in  the  committee  report  this  time.  The  committee  has, 
therefore,  attempted  to  correct  a  seeming  error  that  has  been  con- 
veyed to  one  gentleman,  at  least,  by  incorporating  by  reference  the 
report  of  last  year. 

LaRue  Brown  (Massachusetts):  Like  my  friend,  Mr.  Hall,  I 
come  here,  too,  accredited  by  my  Governor.  I  have  some  special 
interest  in  this  situation  because  I  happen  in  some  measure  to  speak 
for  the  industry  which  is  the  object  of  the  present  inquiry,  and  I 
think  I  should  make  it  clear  that  the  motor  industry  is  perfectly 
willing  to  pay  for  what  it  gets,  and  it  believes  that  it  is  doing  so. 
It  believes,  taking  the  country  over,  that  the  special  taxes  which  it 
pays  fairly  represent  what  it  receives  in  the  use  of  the  highways. 
Just  because  another  form  of  business  requires  a  very  much  larger 
investment,  of  a  different  character,  upon  which  to  supply  facilities 
to  conduct  the  vastly  larger  business  of  transportation,  has,  it  seems 
to  me.  no  bearing  whatever  upon  the  question  of  whether  our  own 
industry  pays  for  what  it  uses. 

Mr.  Hall's  observations  seem  to  me  to  suggest  one  difficulty  with 
this  question  of  the  taxation  of  motor  vehicles,  and  that  is  an 
24 
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apparent  desire  to  enlist  the  taxing  power  of  the  state  in  an  eco- 
nomic controversy.  That  constitutes  a  danger  which,  as  it  seems 
to  me,  the  committee's  report  has  very  happily  avoided. 

There  is  no  reason  why  the  motor  carrier  should  not  pay  upon 
its  business — speaking  now  of  its  business  as  distinguished  from 
this  use  of  the  roads,  for  which  he  pays  in  other  ways — the  same 
degree  and  form  of  taxation  which  businesses  furnishing  compar- 
able economic  service  pay ;  and  the  motor-vehicle  industry  has  no 
desire  to  avoid  that  obligation.  We  do  object  to  taxation  directed 
against  us  for  the  purpose  of  handicapping  our  economic  develop- 
ment and  favoring  that  of  some  other  special  interest.  Where  such 
proposals  are  made  we  shall  deal  with  them  as  well  as  we  can. 
I  have  one  comment  to  make  upon  Mr.  Martin's  report,  which  may 
perhaps  deserve  some  thought  by  those  who  are  interested  in  the 
constitutional  problem,  which  he  has  so  ably  discussed.  I  am  not 
quite  so  sure  that  the  United  States  Supreme  Court  will  follow  to 
the  logical  end  the  suggestion  made  in  an  earlier  case — the  possi- 
bility of  making  special  exactions  from  those  engaged  in  interstate 
commerce,  who  engage  in  that  commerce  for  hire  as  distinguished 
from  those  who  engage  in  it  for  the  purpose  of  their  private 
business. 

If  you  have  two  motor  trucks  running  from  South  Carolina  to 
Georgia,  of  the  same  size  and  same  weight,  carrying  the  same  com- 
modity, one  operated  by  a  carrier  for  hire  and  the  other  operated 
by  a  manufacturing  corporation  distributing  its  own  product,  it  is 
certainly  equally  true  that  both  motor  trucks  are  running  over  that 
highway  for  purposes  of  business.  Now,  if  the  man  who  operates 
his  own  truck,  carrying  his  own  product  as  a  part  of  his  general 
business,  is  to  escape  taxation  but  the  carrier  who  performs  that 
service  for  somebody  else  is  to  be  taxed  precisely  in  the  same  way, 
I  am  unable  to  see  why  that  is  not  a  tax  upon  the  business  of 
cartage  for  hire.  If  it  is  a  tax  on  the  business  of  cartage  for  hire, 
then  until  the  constitutional  amendment  as  such  is  adopted,  it  will 
fall.  I  suggest  that  merely  as  a  matter  for  consideration  by  those 
of  you  who  are  interested  in  this  constitutional  question. 

If  I  still  have  time,  I  have  one  further  observation  to  suggest. 
I  am  also  not  so  confident  of  the  constitutional  validity  of  any 
measure  of  taxation  upon  interstate  commerce  which  includes 
capactiy  as  a  factor.  There  is  no  question  that  capacity  alone  will 
not  do.  That  was  the  precise  thing  decided  in  the  Lindsay  case, 
to  which  reference  was  made.  It  is  equally  certain  that  gross  ton 
mileage  is  a  safe  measure  if  you  adopt  it.  The  practical  difficulties 
are  beyond  the  scope  of  my  time.  Where  you  put  as  one  of  the 
factors  in  your  measure  a  factor  which  in  itself  is  unsound,  which 
has  no  direct  relation  to  the  actual  use  of  the  highway,  except  in 
so  far  as  it  enters  the  gross  weight  of  the  vehicle,   you  at   least 
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raise  a  question  which  may  some  day  arise  to  trouble  those  who 
have  relied  upon  such  a  statute.  I  say  that  without  any  intention 
to  be  dogmatic.  I  simply  put  it  to  you  as  another  problem  to  be 
considered. 

The  thing  which  I  do  not  see  is  why,  if  the  motor  vehicle,  through 
proper  gasoline  taxes  and  registration  taxes,  pays  its  share  of  the 
cost  of  building  and  maintaining  highways,  it  should  then  be  treated 
any  differently  from  any  other  business.  Xor  do  I  see  why,  if  the 
general  business  income  tax  or  some  similar  device  is  adopted,  it 
should  not  be  simply  subjected  to  that  same  form  of  taxation, 
without  the  complications  which  have  been  suggested. 

Chairman  Haig:   Does  someone  else  wish  to  be  heard? 

(No  response  from  floor.) 

Chairman  Haig  :  We  have  a  scriptural  precedent  for  keeping 
our  best  wine  until  last.  We  will  next  have  a  paper  by  the  Presi- 
dent of  the  National  Tax  Association,  entitled  "  Property  Taxation 
in  an  Agricultural  State  " — Mr.  Clarence  Smith. 
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CLARENCE    SMITH 

Advisor,   Kansas  Tax   Commission ; 
President,  National  Tax  Association 

During  the  past  eighty  years  a  vast  transformation  has  been 
realized  in  a  portion  of  the  United  States  which  at  one  time  was 
referred  to  as  the  Great  American  Desert.  Early  historians  spoke 
of  this  territory  as  a  region  of  sterile  sand  and  vast  tracts  ex- 
hibiting scarcely  a  trace  of  vegetation  and  little  probability  that  it 
ever  would  become  the  residence  of  an  agricultural  nation.  This 
graphic  description  is  taken  from  a  geography  written  by  Wood- 
ridge  and  Willard,  published  in  1824.  Other  geographies  and 
geographical  articles  published  within  the  next  ten  or  twenty  years 
contain  similar  descriptions.  An  article  in  the  Edinburgh  Review, 
published  in  the  early  part  of  the  nineteenth  century,  spoke  of  this 
vast  desert  country  as  containing  few  spots  capable  of  fixed  settle- 
ments. It  was  referred  to  as  the  Great  Prairie  Wilderness,  having 
a  general  breadth  of  six  or  seven  hundred  miles  and  extending 
from  south  to  north  nearly  1400  miles.  So  complete  was  its  aridity 
that  great  rivers,  such  as  the  Platte.  Arkansas  and  Rio  Grande, 
after  many  hundred  miles  of  course  through  the  mountains,  dried 
up  altogether  on  the  plains  and  sands,  much  like  the  streams  of 
Australia,  leaving  only  standing  pools  of  water  between  wide  sand 
bars.  Even  as  late  as  1858  an  article  appearing  in  the  North 
American  Review  spoke  of  the  Missouri  River  as  the  eastern  boun- 
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dary  of  a  vast  desert  nearly  one  thousand  miles  in  breadth.  Lieu- 
tenant Z.  M.  Pike,  discoverer  of  Pike's  Peak,  who  made  two 
government  explorations  into  this  region  in  1805  and  1807,  had 
only  this  discouraging  statement  to  make  of  this  vast  desert  region: 

"  Our  citizens,  being  so  prone  to  rambling  and  extending 
themselves  on  the  frontier,  will,  through  necessity,  be  con- 
strained to  limit  their  extent  to  the  West  borders  of  the  Mis- 
souri and  .Mississippi,  while  they  leave  the  prairies,  incapable 
of  cultivation,  to  the  wandering  and  uncivilized  Aborigines  of 
the  country." 

'idie  State  of  Kansas  is  located  approximately  midway  between 
the  north  and  south  boundaries  of  what  was  originally  known  as 
the  Great  American  Desert.  Into  this  so-called  American  Desert 
and  within  the  boundaries  of  the  State  of  Kansas  have  come 
1,890,000  people.  Where  once  it  was  thought  the  soil  of  this  terri- 
tory  was  sterile,  there  have  blossomed  forth  the  greatest  farms  of 
the  nation.  Fields  of  the  finest  wheat  in  the  world,  also  corn,  oats, 
barley,  clover,  sorghums,  potatoes,  and  many  of  the  grasses  are 
grown  in  Kansas.  These  crops  and  many  others  grow  in  abun- 
dance where  eighty  years  ago  this  vast  terrain  of  country  was  re- 
garded as  practically  worthless.  According  to  figures  available  as 
late  as  1927,  compiled  by  the  National  Industrial  Conference  Board, 
the  wealth  of  this  desert  territory,  and  only  within  the  limits  of  the 
State  of  Kansas,  was  estimated  at  $6,466,000,000. 

The  hardships  of  the  early  pioneers  were  many.  Crop  failures 
were  plentiful  and  discouraged  all  but  those  of  strong  courage. 
The  early  history  of  Kansas  is  one  of  a  continual  fight  against 
drought,  crop  failures  and  insect  destruction.  With  the  united 
cooperation  of  persevering  pioneers  and  scientific  aid  offered  by  the 
Federal  Government  and  the  State  Agricultural  College,  many  of 
the  most  difficult  obstacles  confronting  the  early  pioneers  have  been 
overcome.  We  had  previously  stated  that  the  estimated  wealth  of 
Kansas  was  approximately  $6,500,000,000.  Figures  secured  from 
the  Kansas  Tax  Commission  show  the  assessed  value  of  all  prop- 
erty in  Kansas  for  1928  was  83.682.000.000.  Of  this  amount, 
Si. 716,000,000  comprised  the  assessed  value  of  farm  lands  and  im- 
provements. In  1918.  ten  years  previous,  the  assessment  of  such 
properties  was  $1,592,000,000.  Taxes,  on  the  other  hand,  over  the 
same  period,  increased  on  a  relatively  greater  basis.  In  1918  taxes 
levied  on  farm  lands  in  Kansas  amounted  to  $16,027,000.  In  1928 
this  sum  had  advanced  to  $30,450,000,  resulting  in  an  increase  of 
89%.  Or,  otherwise  expressed,  taxes  had  increased  in  a  ratio  of 
10  to  1  to  assessed  values.  This  disproportionate  ratio  of  increase 
of  taxes  over  assessed  valuation  in  farm  property  is  more  than 
matched  when  compared  with  city  property. 
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In  1928,  although  farm  lands  and  improvements  assessed  in  the 
amount  of  $1,716,000,000  comprised  46r<r  of  all  of  the  assessable 
property  in  the  State,  yet  taxes  paid  thereon  were  only  33^%  of 
the  total  taxes  charged  against  all  property.  City  lots  and  improve- 
ments, on  the  other  hand,  comprised  but  16.9%  of  the  total  assess- 
ment of  all  property,  yet  this  class  of  property  paid  31.67c  of  the 
total  tax.  It  is  only  natural  that  this  disparity  should  exist,  since 
city  property  enjoys  special  benefits,  such  as  street  lighting,  side- 
walks, paving,  sewer,  fire  and  police  protection.  Nevertheless,  the 
curiosity  is  aroused  for  an  explanation  of  the  increase  in  farm 
taxes  in  an  amount  almost  double  that  of  ten  years  ago.  One 
source  of  this  increase  in  taxation  is  due  to  the  constant  progress 
which  Kansas  agriculture  has  made.  In  1916.  just  prior  to  the 
entrance  of  the  United  States  in  the  World  War.  the  annual  re- 
ports of  the  State  Board  of  Agriculture  disclosed  the  home  value 
of  various  agricultural  products  grown  in  Kansas  as  $371,188,000. 
These  values  constantly  increased  until  the  peak  was  reached  in 
1919,  the  year  following  the  termination  of  the  war,  when  all  agri- 
cultural products  reached  the  stupendous  value  of  5746.619,000. 
During  the  financial  depression  which  immediately  followed,  agri- 
cultural products  fell  in  value  in  1921  to  $351,000,000;  but  it  is 
gratifying  to  note  that  since  that  year  there  has  been  a  steady 
incline  in  values  of  agricultural  products   from  year  to  year.      In 

1928  the  value  of  all  agricultural  products  in  Kansas  was  $537.- 
430.000.  This  is  an  increase  of  almost  $200,000,000  over  the  value 
of  farm  products  since  1921  and  $127,000,000  over  the  average  of 
eight  years  since  1921.  Stated  in  another  way.  the  development 
of  Kansas  agriculture  is  shown  by  a  constant  and  steady  growth  in 
production  in  the  eight  pre-war  years  and  in  the  equal  period  since 
the  war,  in  spite  of  the  enormous  depreciation  in  values  in  1921. 
The  gain  made  in  the  latter  period  aggregates  $1,042,138,000  over 
the  former,  or  an  average  of  $130,267,000  per  year  for  the  eight 
years  of  post-war  activity  as  compared  with  the  equal  pre-war 
period.  This  increased  prosperity  has  naturally  resulted  in  a  por- 
tion of  the  increased  assessment  of  farm  lands  and  partly  accounts 
for  the  increased  taxes,  but  the  main  cause  for  the  rapid  rise  in 
taxes  on  farm  property  has  resulted  from  the  erection  of  schools 
and  building  of  state  and  county  roads. 

It  will  be  interesting,  in  this  connection,  to  know  that  in  1916 
the  state,  county,  township,  city  and  school  districts  raised,  through 
tax  levies,  the  sum  of  $38,253,720.  The  same  units  of  government 
in  1929  levied  $95,669,000.  an  increase  in  13  years  of  approxi- 
mately 150%.     The  general  increase  by  classifications  from  1916  to 

1929  are  as  follows : 
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State 94.87 

County .  133.08 

Township 62.09 

City    ...             .      .      .      .           141.82 

Schools 210.14 

It  will  be  noted  from  the  foregoing  classification  that  taxes  levied 
for  schools  have  increased  beyond  all  others.  This  has  been  true 
not  only  within  the  corporate  limits  of  cities  but  also  in  farming 
communities.  The  standard  of  Kansas  rural  schools  is  indeed 
high,  but  there  are  so  many  varieties  of  rural  schools  as  to  be 
almost  beyond  the  comprehension  of  the  ordinary  layman.  There 
are.  for  example,  common  school  districts,  county  high  school  dis- 
tricts, rural  high  school  districts,  community  high  school  districts, 
and  consolidated  high  school  districts.  Some  comprehension  of  the 
cost  of  education  will  be  gained  from  the  amount  of  money  ex- 
pended when  compared  to  the  total  amount  of  taxes  collected.  In 
1929  the  total  amount  of  taxes  collected  in  Kansas  was  $95,660,000. 
Of  this  amount,  $37,641,000  was  expended  for  schools  by  the  state 
and  its  various  political  subdivisions.  Otherwise  expressed,  39.35 
cents  of  every  tax  dollar  was  expended  for  schools.  Excluding  the 
state  and  considering  only  the  local  units  of  government,  we  find 
in  1929  they  levied  $88,100,000  for  all  purposes,  and  of  this  sum 
S4o,905,000  was  expended  for  schools;  or  of  every  tax  dollar  46.42 
cents  was  spent  for  schools.  Both  in  new  physical  facilities  now 
regarded  as  almost  indispensable,  as  well  as  higher  standards  re- 
quired of  teaching  staffs,  both  city  and  rural  communities  have 
been  forced  to  increase  taxes  more  for  school  purposes  than  for 
any  other  item.  School  activities  in  Kansas,  as  well  as  elsewhere, 
have  been  extended  in  many  directions.  Xew  and  modern  build- 
ings have  been  constructed  in  cities  and  towns  and  rural  com- 
munities. Although  overlapping  school  activities  are  rapidly  being 
eliminated,  yet  whatever  saving  that  has  been  secured  from  this 
source  probably  has  been  offset  by  a  modernistic  idea  which  has 
found  expression  in  construction  of  school  gymnasiums,  field  houses 
and  stadia.  Taxation  for  this  purpose,  under  the  existing  system, 
falls  almost  wholly  upon  real  and  tangible  personal  property. 

It  may  be  gratifying  to  taxpayers  of  Kansas  to  know  that  they 
have  now  about  reached  the  limit  of  school  construction.  The  in- 
crease in  population  in  Kansas  has  been  slow  and  gradual.  During 
the  early  period  of  the  state's  history  education  in  Kansas  was 
conducted  in  the  little  red  schoolhouse,  and  it  has  been  only  in  the 
past  twenty  years  that  an  intensive  program  of  school  construction 
has  gotten  under  way.  Many  schools  were  built  by  bond  issues. 
The  major  portion  of  these  are  in  process  of  being  retired,  and  the 
future  outlook  is  one  not  so  much  of  new  construction  but  of  main- 
tenance and  equipment.     Thus,  it  is  reasonably  anticipated  that  tax 
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levies  for  schools  will,  in  the  next  ten  years,  be  slightly  reduced, 
unless  the  athletic  phase  of  education  does  not  increase  beyond 
all  bounds. 

Kansas,  like  many  of  its  neighboring  states  in  the  Central  West, 
has,  up  until  of  late,  been  slow  in  the  construction  of  all-weather 
roads.  A  program  to  bring  Kansas  out  of  the  mud  began  inten- 
sively three  years  ago.  The  State  Highway  Commission  was  given 
direct  supervision  of  road  construction,  which  had  formerly  been 
in  the  hands  of  commissioners  of  the  various  counties.  A  state- 
wide system  was  promulgated,  in  complete  harmony  with  the  Fed- 
eral Government  program.  In  the  past  three  years  Kansas  has 
constructed  more  all-weather  roads  than  during  any  similar  period 
in  its  history.  Direct  taxation  of  property  in  this  project  has  been 
avoided.  The  cost  thereof  has  been  met  by  an  increase  in  the 
gasoline  tax.  Nevertheless,  the  state  program  of  road  construction 
has  had  direct  effect  on  rural  taxpayers.  Many  counties  have  en- 
tered upon  a  program  of  farm-to-market  all-weather  roads.  Town- 
ship roads  have  been  materially  improved.  Lateral  highways  to 
State  and  United  States  highways  have  been  constructed.  The 
expense  of  county  and  township  road  construction  and  improve- 
ments has  fallen  on  these  units  of  government  and  will  continue 
to  be  somewhat  of  a  burden  for  some  years  following  the  comple- 
tion of  the  present  program,  at  least  until  the  initial  cost  is  fully 
met,  when  it  will  be  necessary  to  meet  only  cost  of  maintenance. 

Present  depressed  market  conditions  have  immediately  reflected 
themselves  in  Kansas  land  values,  and  especially  rural  land  values. 
Real  estate  in  Kansas  is  assessed  every  four  years.  Thus,  an  assess- 
ment made  in  1926  remains  until  land  is  re-assessed  in  1930. 
Kansas  is  primarily  a  grain-raising  state.  It  has  a  vast  acreage 
devoted  to  the  raising  of  wheat  and  corn.  Whereas  corn  was  sell- 
ing on  the  market  in  the  latter  part  of  1929  at  77c.  per  bushel,  the 
price  obtainable  in  1931  was  40c.  Wheat,  which  the  farmer  sold 
at  a  price  of  $1.00  in  1929,  he  now  secures  but  30c.  per  bushel. 
The  prices  of  other  farm  commodities  have  reacted  in  much  the 
same  way;  and  as  the  market  goes,  so  goes  the  value  of  farm  lands. 

The  Tax  Commission  of  Kansas  recently  made  an  investigation 
of  some  12,250  properties,  both  city  and  rural.  Whereas  in  1926 
it  was  conceded  by  those  fairly  well  informed  in  taxation  in  Kansas 
that  real  estate  was  probably  assessed  about  70%  of  its  fair  market 
value,  yet  no  definite  information  was  available  as  to  the  relative 
ratios  in  1929  and  1930.  Litigation  against  the  Tax  Commission 
by  one  of  the  major  railroads  in  Kansas  made  it  necessary  to 
secure  reliable  information  on  this  question.  Expert  appraisers 
were  employed  to  value  urban  and  city  properties  and  to  secure  the 
ratio  of  assessed  value  to  true  market  value.  12,250  properties  were 
appraised.     The   investigation   disclosed   that   in   the   year   of   1929 
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urban  properties  were  assessed  87.49%  of  their  true  market  value 
and  rural  properties  108.71%  of  their  true  market  value,  while  in 
1930  the  same  properties  were  assessed  84.10%  and  107.28'-  re- 
spectively of  their  true  market  value.  This  investigation  clearly 
disclosed  that  the  general  economic  depression  had  not  only  affected 
farm-land  values  to  a  marked  degree,  but  also  city  properties;  and 
further,  re-established  a  well-known  fact,  in  agricultural  states,  at 
least,  that  where  prosperity  attends  the  farmers,  it  is  reflected  in 
the  value  of  other  property ;  and  likewise,  a  low  farm  market  value 
is  soon  translated  into  decreased  farm  and  city  values. 

Despite  decreased  land  values  throughout  the  Central  West  agri- 
cultural area  and  the  low  return  which  farmers  are  now  securing 
for  their  produce,  taxes  are  almost  as  much  as  they  were  for  the 
preceding  two  years  and  in  some  instances  more.  Taxes,  under 
such  circumstances,  become  almost  an  insurmountable  burden. 
Kansas,  and  no  doubt  many  of  its  sister  states,  has  been  compelled. 
from  state  departments  down  to  the  smallest  political  subdivisions, 
to  cut  expenditures  to  the  bone.  The  legislature  of  1931  assisted 
materially  in  this  undertaking  by  passing  a  budget  law  requiring 
the  publication  of  the  expenditures  of  the  past  fiscal  year,  balances. 
if  any,  existing  in  various  levy  funds  and  anticipated  expenditures 
for  the  ensuing  fiscal  year.  The  law  provided  for  hearings  to  be 
had  affording  taxpayers  an  opportunity  to  take  part  in  the  spending 
of  their  tax  money.  Never  before  has  there  been  such  keen  in- 
terest manifested  in  tax  expenditures.  Budgets  which  have  Been 
submitted  to  the  Tax  Commission  have  almost  uniformly  disclosed 
decreased  expenditures.  Meetings  which  were  held  created  inter- 
esting discussions,  with  taxpayers  demanding  and  securing  many 
eliminations  of  unnecessary  services.  Overlapping  departments  and 
useless  functions  of  government  were  either  entirely  dispensed  with 
or  greatly  curtailed.  The  budget  law  can  fairly  be  rated  as  oppor- 
tune legislation  coming  at  a  most  critcial  time,  especially  in  the 
fiscal  affairs  of  local  governments;  and  were  it  not  for  the  law. 
unquestionably  levying  boards  would,  as  they  have  in  the  past, 
continue  to  make  levies  for  various  purposes  without  much  regard 
to  minimizing  the  tax  burden. 

High  and  continually  rising  taxes  bearing  unequally  upon  dif- 
ferent classes  and  forms  of  property  and  the  failure  to  give  proper 
consideration  to  ability  to  support  the  state  and  local  government, 
made  it  imperative  that  the  subject  of  taxation  should  be  taken  up 
and  existing  laws  reconsidered  as  a  whole,  with  the  purpose  of 
discovering  wherein  both  the  laws  and  their  administration  might 
be  at  fault  and  improved.  Meanwhile,  the  demand  for  revision 
found  expression  in  many  organizations.  Farmers  particularly  ex- 
pressed  an  interest  in  more  equitable  taxation.  All  the  leading 
farm    organizations   of    the   state    set    forth    substantially    identical 
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demands  for  tax  reform  with  attention  directed  mainly  to  more 
indirect  taxation,  looking  to  the  inclusion  in  the  tax  plan  of  sources 
and  abilities  not  now  adequately  represented  in  the  laws  of  the 
state.  With  this  interest  evidenced  throughout  the  state  in  tax 
matters  generally,  the  legislature  of  1923  proposed  an  amendment 
to  the  state  constitution  providing  for  special  treatment  in  taxation 
of  intangible  property. 

The  amendment  carried  in  the  1924  general  election  by  a  sub- 
stantial majority  and  pursuant  to  constitutional  authority,  the  legis- 
lature of  1925  enacted  a  mortgage  registration  and  moneys  and 
credits  laws.  Under  the  former  an  initial  registration  fee  was 
required  to  be  paid  on  the  filing  of  a  mortgage;  and  thereafter  the 
instrument  was  exempt  from  further  taxation.  Moneys  and  credits 
were  taxed  at  a  rate  of  2y2  mills  annually. 

Prior  to  the  enactment  of  the  intangible  laws  in  Kansas,  ap- 
proximately $125,000,000  of  intangibles  were  listed  for  assessment 
and  taxation.  In  1925  immediately  following  the  passage  of  the 
intangible  laws,  $192,000,000  of  mortgages  alone  were  registered 
and  approximately  $150,000,000  of  moneys  and  credits.  Disastrous 
results,  however,  accompanied  the  passage  of  the  intangible  laws  in 
Kansas.  This  was  occasioned  by  the  provisions  of  Sec.  5219  of  the 
Federal  Revised  Statutes,  providing  that  shares  of  stock  in  national 
banks  could  not  be  taxed  at  a  higher  rate  than  competing  moneyed 
capital.  Kansas  had  for  many  years  taxed  bank  shares,  both  state 
and  national,  at  the  general  property  rate,  but  no  sooner  had  the 
intangible  laws  been  enacted  than  national  banks  immediately 
secured  an  intangible  rate  of  taxation  of  their  shares.  In  a  vain 
attempt  to  uphold  the  intangible  law  against  a  discriminatory  effect 
in  the  taxation  of  shares  in  state  banks,  considerable  litigation  en- 
sued, resulting  in  state  bank  shares  being  likewise  taxed  at  the 
intangible  rate.  As  a  result  of  prolonged  litigation,  the  State  and 
its  various  municipalities  were  eventually  required  to  refund  to 
both  state  and  national  banks  approximately  $4,000,000  in  tax  reve- 
nue. No  one  in  Kansas  had  anticipated  that  the  passage  of  the 
intangible  laws  would  have  occasioned  such  results. 

Governor  Reed,  in  an  attempt  to  remedy  the  situation,  called  a 
special  session  of  the  legislature  in  1930  for  the  purpose  of  re- 
pealing the  intangible  laws.  After  a  bitter  struggle  the  moneys 
and  credits  law  was  repealed.  The  legislature  refused  to  strike  the 
mortgage  registration  law  from  the  statute  books.  A  secured  debts 
law  taxing  state  and  municipal  bonds  at  a  nominal  rate,  which  had 
been  passed  by  the  legislature  in  1927,  v?as  also  repealed.  Since 
the  lgeislature  permitted  the  mortgage  registration  law  to  remain 
on  the  statute  books,  national  bank  shares  could  not  be  taxed  at 
any  higher  rate  than  mortgages.  Consequently,  the  work  of  the 
legislature  in  repealing  the  moneys  and  credits  law  and  the  secured 
debts  law  proved  of  no  avail. 
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The  legislature  of  1931  had  many  difficult  problems  confronting 
it.  Taxation  of  shares  in  banking  institutions  could  not  be  higher 
than  that  imposed  on  competing  moneyed  capital  (that  was  the  law 
as  it  existed  in  1931).  Shares  in  banking  institutions  were  not. 
under  the  law  of  Kansas,  assessed  on  actual  value  as  required  by 
both  statute  and  constitution,  but  rather  predicated  upon  the  aggre- 
gate of  capital,  surplus,  and  undivided  profits. 

The  legislature  of  1931  remedied  this  situation  by  the  passage  of 
a  law  requiring  that  all  shares  in  financial  institutions  should  be 
assessed  upon  their  actual  true  value.  Of  course,  the  intangible 
rate  of  taxation  still  continues,  but  considering  the  state  at  large, 
an  assessment  based  on  true  value  is  somewhat  higher  than  one 
based  on  a  mathematical  computation  of  capital,  surplus,  and  un- 
divided profits.  Some  benefit,  therefore,  has  resulted  in  the  enact- 
ment of  bank  taxation  in  Kansas. 

In  a  further  attempt  to  seek  out  additional  sources  of  tax  revenue 
and  thereby  widen  the  already  too  limited  tax  base,  the  legislature 
of  1929  submitted  an  income  tax  amendment  to  the  state  constitu- 
tion for  adoption  or  rejection  at  the  1930  general  election.  The 
same  legislature  grappled  with  many  other  tax  questions,  but  with 
its  many  duties  and  limited  time  found  the  subject  so  complex  that 
to  deal  with  it  satisfactorily  with  insufficient  data,  for  such  a  task 
was  impracticable.  As  a  consequence,  it  provided  for  the  creation 
of  a  Tax  Code  Commission  to  be  selected  and  appointed  by  the 
Governor.  This  Commission  began  its  duties  in  April  1929  and  its 
report  on  the  tax  situation  in  Kansas  was  submitted  to  the  Governor 
in  December. 

The  Code  Commission  gave  considerable  study  to  the  subject  of 
income  taxation  and  recommended  a  graduated  tax  on  incomes 
of  individuals  and  a  flat-rate  tax  on  corporations.  The  proposed 
income  tax  amendment  met  with  considerable  opposition  from  util- 
ity interests  in  the  state.  The  associated  industries  from  their 
offices  in  Topeka  flooded  the  state  with  propaganda  against  the 
adoption  of  the  constitutional  amendment.  A  surgeon  equipped 
with  a  radio  station  gave  daily  dissertations  that  the  constitutional 
amendment  should  be  rejected.  So  violent  did  this  member  of  the 
medical  profession  become  in  his  denunciatory  statements  of  the 
income  tax  law  and  other  tax  matters  in  which  he  was  equally  un- 
informed, that  he  became  a  candidate  for  governor.  Kansas  is  an 
overwhelmingly  Republican  state.  1930  was  an  unusual  year  in 
Kansas,  not  only  through  economic,  depressed  conditions,  but  politi- 
cally as  well.  Governor  Reed,  an  outstanding  Republican,  was  de- 
I rated  in  the  primary  by  a  young  legionnaire.  Another  young 
legionnaire  secured  the  nomination  on  the  Democratic  ticket. 
These  two  were  opposed  by  the  "  doctor  "  in  the  general  election 
of   1930.      Both  the  Republican   and   Democratic  candidates  sought 
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the  adoption  of  the  income  tax  amendment.  The  "  doctor  "  sought 
its  rejection. 

The  election  that  followed  in  November  was  unusual  in  the 
annals  of  the  State  of  Kansas.  The  Democratic  candidate,  Harry 
Woodring,  won  over  his  Republican  opponent  by  a  scant  235  votes, 
and  the  "  doctor  "  poled  an  astonishing-  vote  of  185,000,  only  30,000 
votes  less  than  Governor  Woodring.  The  constitutional  amend- 
ment lost  by  approximately  35,000  votes,  and  it  is  only  fair  to 
assume  that  its  defeat  was  attributable  to  the  efforts  of  the  "doctor". 

Probably  another  factor  contributed  to  the  rejection  of  the  in- 
come tax  amendment,  namely,  the  lack  of  education  afforded  the 
people.  The  exponents  of  the  amendment  began  an  extensive  cam- 
paign on  taxation  only  six  weeks  prior  to  the  general  election. 
This  proved  too  short  a  time  to  overcome  the  assaults  made  on  the 
amendment  and  to  educate  against  propaganda  that  an  income  tax 
was  merely  "  just  another  tax." 

The  income  tax  amendment  will  again  be  submitted  to  the  voters 
of  the  state  in  the  general  election  of  1932,  and  with  the  experience 
of  1930  I  feel  safe  in  predicting  it  will  be  adopted.  Those  advo- 
cating the  adoption  have  become  organized  in  practically  every 
county  seat  of  the  state.  Literature  on  the  subject  has  been  dis- 
tributed and  those  of  us  who  have  watched  the  tax  system  in 
Kansas  develop  are  hopeful  that  the  income  tax  amendment  will  be 
adopted  which,  we  confidently  believe,  will  afford  an  additional 
avenue  to  widen  further  the  tax  base  and  consequently  relieve  tan- 
gible property  from  its  already  too  heavy  tax  burdens. 

Chairman  Haig:  Before  terminating  this  part  of  the  program 
and  making  way  for  the  annual  meeting  of  the  National  Tax  Asso- 
ciation, it  is  desired  to  call  upon  the  resolutions  committee  for  its 
report. 

Hexrv  F.  Long  (Massachusetts)  :  Mr.  Chairman,  the  resolutions 
committee  has  completed  its  work  and  the  first  resolution  offered 
for  adoption  by  the  conference  is  as  follows : 

Resolved,  That  the  Twenty-fourth  Annual  Conference  on 
Taxation  records  grateful  appreciation  and  extends  its  sincere 
thanks  to  His  Excellency,  Richard  B.  Russell,  Jr.,  Governor 
of  the  State  of  Georgia ;  Hon.  R.  C.  Xorman ;  Hon.  Paul  H. 
Doyal ;  the  officials  of  the  city  of  Atlanta ;  Mr.  Fred  Houser, 
the  genial  Executive  Secretary  of  the  Atlanta  Convention  and 
Tourist  Bureau;  Mr.  W.  C.  Rover.  Vice-President  of  the  At- 
lanta-Biltmore  Hotel  and  his  staff;  Secretary  W.  G.  Query 
and  his  assistants.  Miss  Lois  Query,  Miss  Julia  Hodge  and 
Mrs.  A.  D.  Good;  the  members  of  the  Program  Committee; 
representatives    of    the    railroad    companies:    Mr.    Vincent    G. 
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Hart,  representing  the  .Motion  Picture  Producers  of  America. 
Inc.;  the  officers  and  members  of  the  Executive  Committee  of 
the  National  Tax  Association;  the  presiding  officers  at  the 
several  sessions;  the  speakers  on  the  program;  the  chairmen 
and  members  of  the  several  committees  reporting  to  the  con- 
ference; the  ladies  comprising  the  committee  directed  by  Mrs. 
R.  C.  Norman,  and  all  those  too  numerous  to  mention,  who. 
by  their  untiring  attention  and  cordial  cooperation,  contributed 
in  such  measure  to  the  success  of  the  conference  and  to  the 
pleasure,  comfort  and  convenience  of  all  whose  good  fortune 
it  has  been  to  attend  the  conference. 

The  sentiment  of  the  foregoing  resolution  is  heartily  con- 
curred in  by  the  ladies  in  attendance  at  the  conference  who 
have  expressed  a  desire  in  their  own  behalf  to  acknowledge 
their  appreciation  and  express  their  thanks  for  the  splendid 
provision  made  for  their  pleasure  while  guests  at  the  con- 
ference. 

Resolutions  requesting  the  National  Tax  Association  to  continue 
the  Committee  on  the  Expansion  of  the  Association  and  the  Com- 
mittee on  Uniformity  and  Reciprocity  were  approved  by  the  reso- 
lutions committee  and  are  offered  for  adoption  by  the  conference. 
The  full  text  of  the  resolutions  is  as  follows: 

Resolved,  That  the  National  Tax  Association  be  requested 
to  continue  the  Committee  on  Uniformity  and  Reciprocity  in 
State  Tax  Legislation  with  the  understanding  that  such  changes 
and  additions  as  may  be  necessary  in  its  work  and  personnel 
he  under  the  direction  of  the  Executive  Committee  of  the 
National  Tax  Association. 

Resolved,  That  the  National  Tax  Association  be  requested 
to  continue  the  Committee  on  Expansion  of  the  National  Tax 
Association,  with  instructions  to  carry  out  the  action  recom- 
mended by  the  annual  conference  of  1930,  and  that  the  associa- 
tion authorize  the  president  to  make  such  additions  or  changes 
in  the  membership  of  the  committee  as  he  may  see  fit. 

One  of  the  resolutions  considered  by  the  committee  was  a  reso- 
lution, introduced  by  delegates  from  Oklahoma  and  read  on  the 
floor  of  the  conference  during  the  second  session,  the  resolving 
words  of  which  would  request  this  conference  to  memorialize  the 
Congress  of  the  Cnited  States  to  enact  a  law  empowering  the  sev- 
eral states  to  levy  and  collect  taxes  upon  property  and  business 
employed  in  interstate  commerce.  The  resolution  deals  with  legis- 
lation and  as  it  had  not  heen  discussed  during  the  conference,  nor 
had  it  heen  the  subject  of  a  report  made  thereon  by  some  com- 
mittee of  the  conference  or  of  the  corporation,  nor  had  it  been  the 
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subject  of  a  resolution  adopted  by  some  previous  conference,  the 
resolutions  committee  unanimously  voted  that  the  resolution  be  not 
approved.  The  recommendation  of  the  committee,  however,  is  that 
the  committee  appointed  to  prepare  a  program  for  the  next  annual 
conference  be  requested  to  consider  the  subject  matter  of  the  reso- 
lution in  the  preparation  of  the  program. 

The  committee  also  considered  a  resolution,  which  reads  as 
follows : 

Whereas,  among  the  sources  of  state  revenue,  the  inheri- 
tance tax  presents  possibilities  of  expansion  but  such  expansion 
involves  difficulties,  because  of  its  concurrent  use  by  the  Fed- 
eral Government,  and  the  states,  with  the  disturbing  effects 
arising  from  lack  of  cooperation  between  them  and  also  among 
the  several  states;  therefore 

Resolved,  that  we  request  the  National  Tax  Association  to 
canvass  the  above  subject,  by  the  appointment  of  a  committee, 
or  otherwise,  to  the  end  that  some  appropriate  method  may  be 
discovered  of  making  available  a  more  extensive  and  compre- 
hensive use  of  the  inheritance  tax  as  a  source  of  state  revenue, 
with  avoidance,  as  far  as  possible,  of  the  complications  arising 
from  the  varying  needs  and  practices  of  the  various  states  and 
from  residential  changes. 

The  committee  recommends  that  the  subject  matter  of  the  reso- 
lution be  referred  to  the  committee  of  the  National  Tax  Association 
on  Uniformity  and  Reciprocity  in  State  Tax  Legislation. 

Another  resolution  was  considered,  which  reads  as  follows : 

Resolved,  that  the  National  Tax  Association  be  requested 
to  appoint  a  committee,  the  membership  of  which  shall  be  de- 
termined by  the  president,  to  investigate  the  causes  and  extent 
of  delinquency  under  the  property  tax  and  to  recommend,  if 
practicable,  a  modern  law  and  procedure  regarding  the  collec- 
tion of  property  taxes,  tax  sales  and  redemption. 

The  committee  recommends  that  this  resolution  be  not  adopted, 
but  that  the  program  committee  have  in  mind  the  subject  of  delin- 
quency in  tax  collections  for  a  part  of  a  future  program. 

The  following  resolution  was  considered,  approved  and  offered 
for  adoption  : 

Resolved,  that  the  Twenty-fourth  National  Tax  Conference 
hereby  endorses  the  plan  of  reciprocal  legislation  with  refer- 
ence to  the  enforcement  of  death  taxes  in  cases  where  estates 
of  decedents  are  administered,  wholly  or  partially,  in  a  state 
other  than  that  of  the  domicile  of  the  decedent,  and  commends 
to  the  various  state  legislatures  and  other  law-making  bodies 
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of  those  jurisdictions  which  impose  such  taxes  the  considera- 
tion of  this  plan  as  a  feasible  method  of  relieving  the  existing 
situation  whereby  domiciliary  death  taxes  may  be  entirely 
avoided  by  securing  administration  in  non-domiciliary  states. 
This  plan  seems  necessary  as  a  supplement  to  and  protection 
of  the  reciprocal  death-tax  exemption  movement. 

The  resolutions  committee  moves  adoption  of  its  report  as  sub- 
mitted. 

Chairman  Haig:  I  understand  that  the  consideration  and 
adoption  of  these  resolutions  is  to  be  the  subject  matter  of  the 
meeting  tomorrow.  This  then  concludes  the  session  of  the  con- 
ference and  we  now  proceed  to  the  annual  meeting  of  the  National 
Tax  Association. 


ANNUAL  MEETING  OF  THE  NATIONAL  TAX 
ASSOCIATION 

President  Clarence  Smith,  Presiding. 

President  Smith  :  Pursuant  to  the  By-Laws,  we  will  now  come 
to  order  as  the  annual  meeting  of  the  National  Tax  Association. 
It  is  evident  that  a  quorum  is  present,  as  required  by  the  By-Laws. 
Possibly  it  would  not  be  amiss  that  I  call  attention  to  the  fact  that 
this  is  a  meeting  of  the  National  Tax  Association  and  only  those 
eligible  to  vote  are  the  members  of  the  Association.  I  might  add 
that  only  members  who  have  paid  their  dues  are  eligible  to  vote. 

The  first  business  before  the  Association  will  be  the  report  of 
the  treasurer,  Mr.  Alfred  E.  Holcomb.  Treasurer  Holcomb  was 
unable  to  be  with  us,  and  I  think  I  voice  the  sentiment  of  this 
Association  in  saying  that  we  miss  him.  Mr.  Query,  the  secretary, 
will  read  the  report. 

Secretary  Query  :  Mr.  President,  I  wish  first  to  say  that  notice 
of  this  meeting  was  issued  by  publication  of  the  time  and  place  of 
the  conference,  in  the  Bulletin  of  May  1931,  as  provided  by  the 
By-Laws. 

To  the  Members  of  the  National  Tax  Association: 

The  income  and  disbursements  of  the  treasurer,  during  the  fiscal 
year  last  past,  ending  June  30,  1931,  have  been  as  follows: 

income 

Dues    $5,275.50 

Contributions    310.00 

Sales  of  Publications: 

Proceedings  and  Blakey's  Digest.    $546.01 

Bulletins  and  Miscellaneous   189.20  735.21 

Investment  income : 

Interest  and  dividends  $1,658.39 

Cain  on  bond  called  85.00 

Distribution  on  liquidation   19.20       1,762.59 

Total    $8,083.30 

(383) 
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DISBURSEMENTS 


Publication.--  : 

1930  Proceedings— Volume  23.   .  .$2,365.87 

Bulletin   2.361.08    $4,726.95 

1930  Conference  —  Reporting,  travel- 
ing, programs,  misc 856.21 

Traveling  expenses  —  Committee  on 

Expansion     378.36 

Clerical — Secretary's  office   1.500.00 

Treasurer's  office  i  2  yrs.)  .  .      600.00       2.100.00 

C.  S.   Shoup  —  clerical  and  office  ex- 
penses— Bulletin  Editor  (5  mos.)  .  .  459.18 
Postage,  printing  and  stationery   ....  245. ?>7 
Storage  charges  of  back  volumes  of 

Proceedings  t  2  yrs.  I    60.00 

Express  and  freight   8.48 

Miscellaneous     5.55 

Total    $8,840.10 

Tbe  above  shows  excess  of  expenses  over  receipts  of   .  .   $    756.80 

The  number  of  member-hip  accounts  at  June  30.  1931  aggre- 
gated 1382.  as  compared  with  1370  at  June  30,  1930.  Of  these,  226 
were  unpaid,  which  doubtless  reflects  the  result  of  the  depression 
and  is  explanatory  of  the  falling  off  in  receipts  from  member- 
ship clues. 

The  item  of  contributions — $310 — has  little  significance,  since  no 
appeal  was  made  for  contributions  this  year,  in  line  with  a  con- 
si-tent  policy  not  to  emphasize  this  source  of  income. 

Bulletin  subscribers  at  June  30.  1931.  numbered  125,  of  which  39 
were  unpaid.  Such  subscriptions  are  discouraged  as  much  as  pos- 
sible, in  an  effort  to  increase  the  membership,  there  being  no 
substantial  amount  of  profit  from  subscriptions. 

The  investment  account  at  June  30,  1931,  showed  book  cost  of 
$29,461.67.  with  market  value  of  $30,788.00.  an  increase  in  book 
value  over  June  30,  1930,  of  $627.32. 

The  cash  balance  in  bank  June  30,  1931  was  $2,494.39. 

A.   E.   Holcomp, 
June  30.  1931.  Treasurer. 

Henry  F.  Eoxg  (Massachusetts):  Mr.  President,  I  move  that 
the  report  of  the  treasurer  be  received,  and  that  the  expenditures 
Mimmarized  therein  during  the  last  fiscal  year,  ending  June  30. 
1931,  be  approved. 
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Philip  H.  Zoercher  (Indiana)  :  I  second  that  motion. 

President  Smith  :  You  have  heard  the  motion,  which  has  been 
duly  seconded.     Those  in  favor,  etc. 

(  Ayes  and  noes.) 

President  Smith  :  Motion  carried.  Any  other  reports  to  be 
received? 

Zenas  W.  Bliss  (Rhode  Island)  :  Professor  Fairchild  was  called 
away  and  it  was  impossible  for  him  to  stay  until  this  evening,  and 
he  asked  me  to  submit  the  report  of  the  Committee  on  Expansion 
of  the  National  Tax  Association.     It  is  as  follows : 

"  The  Committee  on  Expansion  of  the  National  Tax  Association 
is  at  this  time  able  to  report  only  progress. 

After  considerable  correspondence  a  meeting  of  the  entire  com- 
mittee was  held  in  New  York  City,  at  which  meeting  a  tentative 
plan  for  the  expansion  of  the  work  of  the  Association  was  formu- 
lated, together  with  an  estimate  of  the  annual  expenditure  that 
would  be  involved  in  carrying  out  such  plan.  This  plan  was  an 
elaboration  of  the  suggestions  laid  before  the  National  Tax  Asso- 
ciation by  the  President  of  the  Association  at  the  last  annual  con- 
ference at  Kansas  City  and  at  that  time  discussed  and  approved  in 
principle. 

The  committee  regrets  to  have  to  report  that  its  efforts  to  secure 
the  financial  support  necessary  to  put  this  plan  of  expansion  into 
operation  have  not  thus  far  met  with  success.  Definite  response 
to  the  committee's  efforts  was  not  received  until  only  a  short  time 
before  this  meeting  and  there  has,  therefore,  not  been  opportunity 
to  follow  out  their  lines.  All  possibilities  have  by  no  means  been 
exhausted,  and,  should  the  Association  so  desire,  the  committee  is 
willing  to  be  continued  and  to  prosecute  further  its  efforts." 

This  report  should  be  considered  in  connection  with  the  resolu- 
tion requesting  the  National  Tax  Association  to  continue  the  Ex- 
pansion committee,  which  was  submitted  by  the  resolutions  com- 
mittee, and  if  it  is  the  desire  of  the  Association  to  continue  the 
committee,  the  adoption  of  that  resolution  will  bring  about  the 
desired  result. 

Henry  F.  Long:  I  move  the  adoption  of  the  resolution,  which 
is  as  follows: 

Resolved,  That  the  National  Tax  Association  be  requested 
to  continue  the  Committee  on  Expansion  of  the  National  Tax 
Association,  with  instructions  to  carry  out  the  action  recom- 
mended by  the  annual  conference  of  1930,  and  that  the  associa- 
tion authorize  the  president  to  make  such  additions  or  changes 
in  the  membership  of  the  committee  as  he  may  see  fit. 
25 
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Mr.  Bliss:   I  second  the  motion. 

President  Smith:  You  have  heard  the  motion.  Those  in  favor 
of  the  motion  signify,  etc. 

(  Ayes  and  noes.) 

President  Smith:  Motion  carried.  Are  there  any  other  re- 
ports ? 

Secretary  Query  :  I  have  several  matters  requiring  action  on 
the  part  of  the  corporation.  The  executive  committee  has  taken 
action  on  some  matters  that  are  authorized  by  the  By-Laws,  but  it 
is  deemed  advisable  that  the  members  of  the  Association  should 
know  exactly  what  the  executive  committee  has  done,  and  asks 
your  approval  of  its  action.  At  Kansas  City,  a  year  ago,  at  a 
meeting  of  the  executive  committee,  this  resolution  was  adopted 
as  a  safeguard  against  any  possible  technical  requirements  of  the 
banks  where  the  funds  of  the  Association  have  been  deposited  by 
Treasurer  Holcomb : 

Resolved,  That  the  Treasurer  be  authorized  to  deposit  the 
funds  of  the  Association  in  the  Chase  National  Bank  of  the 
City  of  New  York,  and  to  disburse  the  same  by  checks  signed 
by  him  as  such  Treasurer. 

Henry  F.  Long:  I  move,  Mr.  President,  that  the  resolution  be 
adopted. 

Zenas  \V.  Bliss  :  I  second  the  motion. 

President  Smith:  Those  in  favor  signify,  etc. 

I  Ayes  and  noes.) 

President  Smith  :  Carried. 

Secretary  Query:  The  By-Laws  provide  that  the  meetings  of 
the  executive  committee  may  be  held  at  such  times  as  the  com- 
mittee may  determine.  At  a  meeting  of  the  executive  committee 
held  today  the  following  resolutions  were  adopted,  and  it  is  appro- 
priate that  they  also  be  adopted  by  the  Association : 

"  Voted  that  a  stated  meeting  of  the  executive  committee 
may  be  held  each  year,  at  the  place  where  the  annual  confer- 
ence is  held,  at  such  time  during,  the  conference  as  may  be 
determined  and  announced  by  the  president;  and 

Voted  that  a  stated  meeting  of  the  executive  committee  may 
be  held  immediately  after  the  annual  meeting  of  the  Associa- 
tion, provided  a  quorum  of  the  members  be  present  at  the  time 
and  place  of  such  meeting;  and 

Voted  that  special  meetings  of  the  executive  committee  may 
be  held  at  any  time  and  place,  to  be  determined  by  the  presi- 
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dent.  Notice  of  such  meeting  shall  be  given  by  the  secretary 
by  mailing  a  notice  thereof  to  each  member  at  least  twenty 
days  before  the  meeting." 

Henry  F.  Long:  I  move  their  adoption. 

Philip  H.  Zoercher:  Second  it. 

President  Smith  :  Those  in  favor  signify,  etc. 

(Ayes  and  noes.) 

President  Smith  :  Carried.  The  election  of  officers  and  mem- 
bers of  the  executive  committee  for  the  ensuing  year  is  the  next 
order  of  business.  Is  the  chairman  of  the  nominations  committee 
ready  ? 

Zenas  W.  Bliss  (Rhode  Island)  :  I  have  the  honor  to  submit 
the  report  of  the  committee  on  nominations,  as  follows.  I  ,will 
state  that  it  is  a  unanimous  report  of  the  committee. 

For  President.  Doctor  Robert  Murray  Haig  of  Columbia 
University,  Xew  York. 

For  Vice-President,  Franklin  S.  Edmonds  of  Pennsylvania. 
For  Secretary,  W.  G.  Query  of  South  Carolina. 
For  Treasurer,  W.  G.  Query  of  South  Carolina. 

To  hold  office  for  the  ensuing  year  and  until  their  successors 
are  elected. 

As  members  of  the  executive  committee,  whose  terms  will 
expire  in  1934,  and  until  their  successors  are  elected:  Francis 
N.  Whitney,  Xew  York ;  Professor  James  W.  Martin.  Univer- 
sity of  Kentucky,  Kentucky,  I.  A.  Acker,  Tax  Commissioner 
of  North  Dakota. 

Honorary  Members  of  the  executive  committee  residing  in 
the  Dominion  of  Canada  to  serve  for  one  year :  J.  T.  White, 
Controller  of  Revenue  of  Ontario;  E.  W.  Watts,  Chairman, 
Manitoba  Tax  Commission. 

I  submit  this  report  for  the  committee  and  move  its  adoption. 

I  am  sure  all  of  the  members  of  the  Association  present  will 
observe  with  regret  the  absence  of  one  name  from  this  list,  which 
has  appeared  for  many  years,  and  we  have  become  accustomed  to 
think  that  perhaps  it  could  never  leave  the  list.  I  refer,  of  course, 
to  the  name  of  Alfred  E.  Holcomb,  as  treasurer.  The  present 
nomination  is  for  secretary  and  treasurer,  and  Mr.  Query's  name  is 
put  in  nomination. 

I  think  that  I  should  say  in  this  regard  that  this  is  entirely  in 
accordance  with  the  wishes  of  Mr.  Holcomb.  He  feels  that  he  can 
no  longer  carrv  the  burden  of  all   of  the  labors   involved   in   the 
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position  of  treasurer,  and  he  has  asked  to  be  relieved,  not  entirely 
but  to  a  considerable  extent.  Arrangements  have  been  made  through 
the  executive  committee  so  that  Mr.  Holcomb  will  be  assistant 
treasurer,  and  will  have  charge  of  the  trust  funds,  and,  of  course, 
carry  on  some  other  work  of  the  Association.  Also,  temporarily  at 
least,  he  will  have  charge  of  the  Bulletin.  I  think  that  covers  the 
details  of  the  situation. 

I  think,  Mr.  President,  it  would  be  too  bad,  after  the  long,  faith- 
ful and  distinguished  service  that  Mr.  Holcomb  has  rendered  this 
association,  if  this  change  in  our  list  of  officers  should  go  through 
as  purely  a  perfunctory  matter.  I  know  there  are  several  here 
who  would  like  to  say  something  about  it,  and  I  think  it  would  be 
entirely  appropriate,  sir,  if  a  little  time  would  be  allowed  for  that. 
and.  it  I  may,  I  should  like  to  call  on  Doctor  Adams  at  this  time. 

T.  S.  Adams  (Connecticut)  :  Mr.  Chairman:  It  is  with  a  feeling 
of  peculiar  sadness  that  I  hear  the  news  of  Mr.  Holcomb's  retire- 
ment. He  has  been  associated  very  closely  with  the  early  work  of 
the  Association  and  his  retirement  means  that  we  are  now  entering 
upon  a  new  phase. 

I  personally  have  known  no  more  extraordinary  man  than  Alfred 
Holcomb.  I  am  not  certain  that  all  members  of  the  Association 
know  the  man's  wonderful  capacity,  his  enormous  range  of  accurate 
knowledge,  and,  most  of  all,  the  passionate  devotion  which  he  has 
given  to  this  Association. 

The  National  Tax  Association  is  very  largely  the  expanded  ex- 
pression of  the  life-work  of  a  very  unusual  man. 

At  the  moment  I  have  no  formal  motion  to  make  expressing  some 
testimonial  of  the  feeling  which  I  know  permeates  the  entire  mem- 
bership of  the  National  Tax  Association,  a  feeling  of  deep  grati- 
tude for  the  devotion  with  which  he  has  sustained  and  guided  and 
nurtured  this  Association  for  nearly  twenty  years,  but  I  know  that 
I  express  the  feeling  of  the  entire  membership  when  I  say  that 
first  of  all  it  is  only  at  his  insistence  that  we  consent  to  his  retire- 
ment, and,  secondly,  that  on  his  retirement  we  give  some  open 
acknowledgment  of  our  understanding  that  he  has  been,  more  than 
any  other  source  or  cause,  the  explanation  and  the  reason ;  that  he, 
more  than  any  other  single  cause,  has  been  responsible  for  the 
rather  signal  success  of  this  Association. 

The  work  that  he  has  done  has  been  enormous;  the  care  that  he 
has  given  to  the  Association  has  been  unremitting;  and  the  quality 
of  the  service  that  he  has  given  could  not  possibly  be  purchased 
for  money.  If  the  Association  has  failed  to  make  mistakes,  it  is 
largely  by  reason  of  the  careful,  canny  and  thoughtful  guidance  of 
Alfred  Holcomb.  If  its  programs  have  been  significant  it  is  be- 
cause he  has  raked  the  length  and  breadth  of  the  United  States  to 
git  men  fitted  to  express  sound  ideas  on  great  subjects  connected 
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with  taxation.  If  we  have  in  a  modest  way  prospered  financially, 
it  has  been  because  of  his  unremitting  care  and  thrift. 

I  am  speaking  extemporaneously.  I  wish  I  had  time  to  express 
in  some  adequate  way  the  admiration  which  I  know  the  entire 
membership  feels  for  Alfred  Holcomb. 

In  a  very  short  time — a  year  or  so — I  hope  that  the  Association 
will  be  prepared  in  some  more  formal  way  to  give  expression  to 
its  feeling  of  gratitude  and  admiration  for  this  man  who,  since 
Allen  Ripley  Foote,  has  been  the  backbone  of  the  whole  Association. 

(Great  applause.) 

President  Smith  :  The  Chair  will  entertain  a  motion. 

Henry  F.  Long  :  Mr.  President,  I  move  that  the  secretary  be 
instructed  to  cast  a  ballot  for  the  entire  list  of  officers  as  recom- 
mended by  the  nominations  committee. 

Zenas  W.  Bliss:  It  is  usually  customary  for  the  president  to 
cast  the  ballot.     If  you  have  no  objection,  I  will  amend  the  motion. 

Henry  F.  Long  :  I  forgot  Mr.  Query's  usual  modesty.  I  will 
change  that  and  say  that  the  president  be  instructed  to  cast  the 
ballot. 

Zenas  W.  Bliss  :  Second  that  motion. 

President  Smith  :  You  have  heard  the  motion,  which  has  been 
duly  seconded,  etc. 

(  Ayes  and  noes.) 

President  Smith  :  The  motion  is  carried  and  the  Chair  hereby 
casts  the  ballot  for  the  names  listed  by  the  chairman  of  the  nomi- 
nations committee,  and  I  hereby  declare  them  elected.  Governor 
Bliss,  will  you  escort  the  president-elect  to  the  rostrum? 

Zenas  W.  Bliss:  It  will  give  me  great  pleasure. 

(Mr.  Zenas  W.  Bliss  thereupon  escorted  president-elect  Robert 
Murray  Haig  to  the  platform.) 

President  Smith  :  Mr.  Zoercher,  will  you  kindly  escort  the 
newly  elected  vice-president  to  the  rostrum. 

(  Mr.  Philip  Zoercher  thereupon  escorted  vice-president-elect 
Franklin  S.  Edmonds  to  the  rostrum.) 

President  Smith  :  I  think  this  Association  is  to  be  congratu- 
lated on  securing  the  services  for  the  ensuing  year  of  this  distin- 
guished and  worthy  pair,  Robert  Murray  Haig  for  president  and 
Senator  Franklin  S.  Edmonds  for  vice-president;  and  I  know  it  is 
unnecessary  to  bespeak  for  them  the  same  cooperation  which  has 
been  accorded  me  during  my  year  as  president. 
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I  wish  you  every  success  as  president  and  vice-president  of  the 
National  Tax  Association. 

I  desire  at  this  time  to  express  my  deep  appreciation  to  the  mem- 
bers of  the  Association  for  their  cooperation,  kindly  consideration 
and  willingness  at  all  times  to  assist  in  the  work  of  the  Association, 
which  has  made  it  a  pleasure  to  serve  as  president  of  the  National 
Tax  Association.     I  thank  you. 

I  know  you  would  all  like  to  hear  a  few  words  from  the  presi- 
dent-elect. Professor  Haig. 

President-elect  Robert  Murray  Haig:  President  Smith.  Mem- 
bers of  the  Association:  I  hardly  know  how  to  proceed  in  this 
task  of  making  a  graceful  speech  of  thanks  for  the  honor  which 
you  have  done  me.  I  know  it  is  customary  to  carry  this  through 
in  a  light  vein,  but  I  have  racked  my  memory  in  vain  to  find  a 
story  which  would  be  exactly  suitable  to  the  occasion.  There  is 
one  which  does  not  quite  suit  the  occasion  but  which  perhaps  can 
be  warped  to  the  purpose.  This  is  a  pre-Volstead  story.  The  Sal- 
vation Army  one  evening  was  holding  a  meeting  on  a  street  corner, 
and  on  the  opposite  street  corner  there  was  a  saloon;  the  drum 
would  beat  and  the  service  would  go  forward,  and  finally  they 
came  to  the  portion  of  the  service  where  various  persons  were 
called  upon  to  give  their  experiences.  A  man  pushed  his  way  into 
the  circle  and  indicated  his  desire  to  make  himself  heard.  He 
pointed  across  the  street  to  the  saloon  and  said :  "  I  want  to  say 
that  twenty-five  years  ago  tonight  I  was  a  miserable  sinner;  twenty- 
five  years  ago  tonight  I  lay  dead  drunk  in  the  gutter  before  that 
saloon,  but  tonight,  thank  God.  I  own  that  saloon/' 

I  don't  mean  to  infer  that  I  have  taken  over  the  National  Tax 
Association,  because  I  have  read  the  duties  of  the  president — not 
wishing  to  undertake  anything  which  I  would  be  entirely  incapable 
of  performing.  I  discovered  that  the  duties  of  the  president  are  to 
preside  at  the  meeting  of  the  Association  and  at  the  meetings  of 
the  executive  committee,  and  I  think  we  should  congratulate  Mr. 
Smith,  who  now  joins  the  circle  of  ex-presidents,  who  really  do 
the  work  of  the  Association. 

More  seriously.  I  would  like  to  call  your  attention  to  the  fact 
that  this  is  the  twenty-fifth  year  of  this  Association.  It  happens 
that  just  exactly  twenty-five  years  ago  I  had  my  first  occasion  to 
thank  God  for  the  National  Tax  Association.  I  was  then  an  under- 
graduate in  college,  and  was  taking  my  elementary  course  in  eco- 
nomics, and  my  professor  was  invited  to  go  to  Columbus,  to  assist 
in  the  organization  of  the  Association,  and  we  got  a  cut.  I  might 
say  that  this  week  there  are  one  hundred  students  in  New  York 
City  thanking  God  for  the  Association  because  I  am  present  here 
this  evening. 
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I  do  wish  to  express  my  gratitude  to  you  for  the  honor  which 
you  have  done  me  and  to  pledge  my  best  efforts  to  the  furtherance 
of  the  business  for  which  it  was  established  twenty-five  years  ago. 
Thank  you. 

President  Smith:  We  will  be  delighted  to  hear  a  few  words 
from  the  new  vice-president.  Mr.  Edmonds. 

\ "ice-President-elect  Franklin  S.  Edmonds:  I  thank  you  for 
the  honor  and  privilege  of  service  with  the  Association.  I  thank 
you  also  for  the  goodwill  and  friendship  that  I  have  met  here  in 
the  seven  or  eight  years  that  I  have  been  meeting  with  you ;  and 
I  hope  most  sincerely  that  when  the  conference  convenes  next  year. 
it  may  conclude  with  as  strong  an  applauding  and  feeling  for  the 
management  as  I  know  you  all  feel  in  your  hearts  for  President 
Smith  for  the  successful  and  profitable  and  helpful  year  that  he 
has  given  us. 

Philip  H.  Zoercher:  Mr.  President,  let  us  hear  from  Mr.  Query. 

Secretary  axd  Treasurer-elect  Walter  G.  Query  :  Mr.  Presi- 
dent. Ladies  and  Gentlemen :  The  secretary  should  be  seen  and  not 
heard.  I  will  say,  however,  but  for  the  insistence  of  A.  E.  Hol- 
comb  I  would  not  have  accepted  the  position  of  treasurer.  Eleven 
years  ago  I  met  Mr.  Holcomb  and  for  eleven  years  I  have  admired 
and  respected  him.  and  only  because  I  hope  to  lessen  his  work  do 
I  accept  the  treasurership.  I  hope,  as  I  serve  the  Association,  that 
when  I  retire,  whenever  it  may  be.  it  can  be  said  of  me  that  I 
have  in  a  small  way  served  the  Association  as  has  A.  E.  Holcomb. 

Hexr,y  F.  Loxg:  Mr.  President.  I  am  wondering  if  there  is  any- 
thing in  the  By-Laws  which  would  prevent  the  consideration  here 
tonight  of  the  resolutions  that  have  been  presented,  against  which 
I  think  there  is  no  opposition.  I  think  that  the  resolutions  can 
probably  by  the  consent  of  the  conference  be  considered  tonight. 
I  would  be  very  glad  to  have  them  considered  tonight  if  it  is  pos- 
sible, because  that  is  the  sole  remaining  function,  as  I  understand 
it,  of  this  conference. 

Presidext  Smith  :  You  mean  to  act  on  the  resolutions  as  the 
Conference? 

Hexry  F.  Loxg  :  To  act  on  the  resolutions  now,  which  have  to 
be  acted  on  by  the  conference. 

Presidext  Smith  :  I  think  they  have  to  be  acted  on  by  the  con- 
ference. When  we  get  through  with  the  annual  meeting  of  the 
association  we  can  resolve  ourselves  into  the  conference  again  and 
take  them  up. 

Zexas  W.   Bliss:   I  want  to  ask  if  some  of  those  resolutions 
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were  not  association  resolutions  and  some  conference  resolutions, 
or  are  they  all  conference  resolutions? 

Henry  F.  Long:  I  think  they  are  all  conference  resolutions 
and  it  seems  to  me  it  would  he  easier  to  handle  them  tonight  than 
tomorrow  morning-. 

Zenas  W.  Bliss:  That  is  entirely  in  accord  with  precedent. 
We  have  frequently  done  that  before.  If  they  are  all  conference 
resolutions,  why,  it  is  perfectly  proper  by  unanimous  consent  to 
act  on  them  tonight  and  not  put  them  over  until  tomorrow.  It  has 
been  done  frequently. 

Secretary  Query:  The  only  reference  I  find  in  the  By-Laws 
with  respect  to  resolutions  is  that  one  session  of  each  annual  con- 
ference, or  so  much  of  it  as  may  be  necessary,  shall  be  devoted  to 
the  consideration  of  the  report  of  the  conference  committee  on 
resolutions. 

William  Mueller  (Minnesota)  :  Would  it  not  be  the  proper 
procedure  to  m^ke  a  motion  now  that  those  resolutions  which  con- 
tinue committees  of  the  National  Tax  Association  be  adopted  in 
this  meeting,  and  then  adjourn  the  Tax  Association  meeting  and 
go  into  Conference  meeting? 

President  Smith  :  That  is  it. 

William  Mueller:  And  then  adopt  the  resolutions.  If  that  is 
proper,  then  I  would  like  to  move  that  those  resolutions  referring 
to  the  continuance  of  committees,  presented  by  the  resolutions  com- 
mittee, be  adopted  by  the  National  Tax  Association. 

(  Motion  seconded. ) 

Henry  F.  Luxe,  |  Massachusetts)  :  The  resolutions  are  as  follows: 

Resolved,  That  the  National  Tax  Association  be  requested 
to  continue  the  Committee  on  Uniformity  and  Reciprocity  in 
State  Tax  Legislation  with  the  understanding  that  such  changes 
and  additions  as  may  be  necessary  in  its  work  and  personnel 
be  under  the  direction  of  the  Executive  Committee  of  the 
National  Tax  Association. 

Resolved,  That  the  National  Tax  Association  be  requested 
to  continue  the  Committee  on  Expansion  of  the  National  Tax 
Association,  with  instructions  to  carry  out  the  action  recom- 
mended by  the  annual  conference  of  1930,  and  that  the  associa- 
tion authorize  the  president  to  make  such  additions  or  changes 
in  the  membership  of  the  committee  as  he  may  see  fit. 

President  Smith  :  There  is  a  motion  before  the  house  made 
by  Mr.  Mueller,  and  duly  seconded,  and  1  am  going  to  put  that 
motion. 

(  Ayes  and  noes.) 
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President  Smith  :  The  motion  is  carried.  I  believe,  if  there  is 
no  further  business  before  the  association,  in  order  to  expedite 
business  and  do  away  with  tomorrow's  session,  the  Chair  will  now 
adjourn  the  annual  meeting  of  the  National  Tax  Association  and 
resolve  ourselves  into  the  conference,  to  dispose  of  these  resolu- 
tions. Now.  Mr.  Chairman  of  the  Resolutions  Committee,  will  you 
read  the  resolutions  now  which  are  to  be  voted  on  by  this  meeting. 

Henry  F.  Long:  I  would  rather  take  it  that  the  conference  will 
not  want  to  take  the  time  to  listen  to  all  of  them  again,  and  why 
would  it  not  be  well  for  me  to  move  the  adoption  of  the  resolution 
thanking  the  various  persons  who  took  part  in  making  this  confer- 
ence a  success?     I  will  make  that  as  a  motion. 

I  Motion  duly  seconded. ) 

President  Smith:  You  have  heard  the  motion;  is  there  any- 
thing to  be  said? 

(No  response.) 

(  Ayes  and  noes.) 

President  Smith:  Motion  carried. 

Henry  F.  Long:  I  now  make  the  motion.  Mr.  Chairman,  that 
the  National  Tax  Association  be  requested  to  continue  the  Com- 
mittee on  Expansion. 

T.  S.  Adams:  It  has  already  been  continued. 

M.  H.  Hunter  (Illinois)  :  I  think  the  association  continues  that 
committee,  and  not  the  conference. 

T.  S.  Adams:  That  is  what  I  was  telling  you,  that  you  were 
anticipating  this  action. 

Henry  F.  Long:  What  about  this  Committee  on  Uniformity  and 
Reciprocity?     Did  we  take  care  of  that? 

T.  S.  Adams  :  Yes. 

Henry  F.  Long:  Then  I  move,  Mr.  Chairman,  that  the  follow- 
ing resolution  be  adopted: 

Resolved,  that  the  Twenty-fourth  National  Tax  Conference 
hereby  endorses  the  plan  of  reciprocal  legislation  with  refer- 
ence to  the  enforcement  of  death  taxes  in  cases  where  estates 
of  decedents  are  administered,  wholly  or  partially,  in  a  state 
other  than  that  of  the  domicile  of  the  decedent,  and  commends 
to  the  various  state  legislatures  and  other  law-making  bodies 
of  those  jurisdictions  which  impose  such  taxes  the  considera- 
tion of  this  plan  as  a  feasible  method  of  relieving  the  existing 
situation    wherebv    domiciliarv    death    taxes    mav    be    entirely 
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avoided  by  securing  administration  in  non-domiciliary  states. 
This  plan  seems  necessary  as  a  supplement  to  and  protection 
of  the  reciprocal  death  tax  exemption  movement. 

Secretary  Query:  Will  the  adoption  of  the  resolution  be  in 
conflict  with  this  part  of  the  by-laws :  "  No  resolution  approving 
or  opposing  legislation  shall  be  considered  when  it  has  not  been 
discussed  at  a  session  of  the  conference  at  which  it  has  been  pro- 
posed or  subject  to  a  report  made  by  some  committee  of  the  con- 
ference or  corporation  or  has  been  the  subject  of  a  resolution 
adopted  by  some  previous  conference"? 

Franklin  S.  Edmonds  (Pennsylvania)  :  The  resolution  is  recom- 
mended by  a  committee  and  comes  from  the  conference.  We  meet 
the  first  two  requirements  of  that,  and  then  the  third  requirement 
is  merely  in  the  alternative. 

President  Smith  :  Was  there  a  second  to  that? 

C.  L.  Turner  (Pennsylvania)  :  Seconded. 

President  Smith  :  Those  in  favor  of  the  motion  will  signify,  etc. 

(  Ayes  and  noes.) 

President  Smith  :  Carried. 

Henry  F.  Long:  There  is  one  other  resolution  which  was  re- 
ferred to  the  committee  on  uniformity  and  reciprocity  by  the  reso- 
lutions committee.     This  resolution  reads  : 

Whereas,  among  the  sources  of  state  revenue,  the  inheri- 
tance tax  presents  possibilities  of  expansion  but  such  expan- 
sion involves  difficulties,  because  of  its  concurrent  use  by  the 
Federal  Government,  and  the  states,  with  the  disturbing  effect 
arising  from  lack  of  cooperation  between  them  and  also  among 
the  several  states;  therefore. 

Resolved,  that  we  request  the  National  Tax  Association  to 
canvass  the  above  subject,  by  the  appointment  of  a  committee, 
or  otherwise,  to  the  end  that  some  appropriate  method  may  be 
discovered  of  making  available  a  more  extensive  and  compre- 
hensive use  of  the  inheritance  tax  as  a  source  of  state  revenue, 
with  avoidance,  as  far  as  possible,  of  the  complications  arising 
from  the  varying  needs  and  practices  of  the  various  states  and 
from  residential  changes. 

The  suggestion  of  the  committee  on  resolutions  was  that  the  sub- 
ject matter  of  this  resolution  be  referred  to  the  committee  on  uni- 
formity and  reciprocity,  which  has  been  re-established.  I  move  its 
adoption. 

(  Motion  duly  seconded.) 

(Ayes  and  noes.) 
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President  Smith  :  Carried. 

Henry  F.  Long:  I  think  that  is  all.  Mr.  Chairman,  with  the  ex- 
ception of  the  two  committees,  which  I  understand  have  already 
been  taken  care  of. 

T.  S.  Adams:  I  would  like  to  address  the  chairman  of  the  reso- 
lutions committee.  I  submitted  a  resolution  dealing  with  delin- 
quency, and  I  am  quite  willing  to  abide  by  the  decision  of  the 
committee,  but  I  would  like  to  have  some  little  explanation  of  the 
reasons  why  that  resolution  was  turned  down. 

Henry  F.  Long  :  It  was  not  turned  down  with  the  thought  that 
it  was  not  highly  meritorious.  The  question  of  delinquency  in 
taxes  in  many  states  is  a  very  serious  one,  and  there  is  no  doubt 
at  all  but  what  Doctor  Adams  and  some  of  his  associates  had  in 
mind  with  respect  to  this  was  very  worthy;  however,  it  provided 
that  a  committee  should  be  appointed,  and  it  seemed  to  a  large 
majority  of  the  resolutions  committee  that  there  was  too  much  of 
a  local  tinge  to  this  question  of  delinquency  in  taxes,  and  that  there 
was  probably  no  opportunity  on  the  part  of  the  National  Tax  Asso- 
ciation to  have  a  committee  sufficiently  equipped  to  get  the  infor- 
mation that  it  would  necessarily  have  to  have  in  order  to  make 
any  kind  of  a  showing  on  this  kind  of  a  chore.  Several  of  the 
members  of  the  resolutions  committee  from  different  states  spoke 
quite  at  length  and  rather  feelingly  as  to  the  impossibility  of  dis- 
covering within  their  own  states  what  the  delinquency  was.  and 
that  they  felt  that  the  best  possible  approach  to  the  whole  subject 
would  be  for  the  next  conference  to  have  on  its  program  a  paper 
by  somebody  competent  to  deal  with  this  matter  of  delinquency, 
and  that  following  that  paper  the  conference  then  could  very  well 
take  action  to  put  this  resolution  into  effect.  It  was  largely  a 
matter  of  postponing  it  for  a  year  until  after  the  subject  matter 
was  thoroughly  presented  to  the  conference. 

Robert  Murray  Haig  :  I  would  merely  like  to  say  this  is  a  very 
important  matter,  and  one  in  which,  although  we  could  make 
progress  in  it  under  the  device  suggested,  of  postponing  it  until 
consideration  by  another  conference,  I  do  believe  in  the  meantime 
a  great  deal  of  progress  could  be  made.  I  have,  for  example,  been 
given  assurance  by  the  United  States  Department  of  Agriculture, 
which  is  also  interested  in  this,  that  they  will  cooperate  actively  in 
gathering  such  data  as  can  be  gathered,  including  such  as  can  be 
gotten  by  a  certain  amount  of  field  work.  I  also  had  assurance 
from  several  state  officers  that  they  would  welcome  the  leadership 
of  the  association  in  this  field,  and  would  like  to  be  asked  to  gather 
information  in  their  states,  a  request  from  the  association  for  their 
cooperation  being  a  method  of  strengthening  their  hand  in  getting 
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the  data  that  they  themselves  wish  to  get.  I  think  we  would  be 
further  along  toward  the  consideration  of  this  thing  a  year  from 
now  if  it  were  referred  to  some  committee  already  in  existence, 
or  some  committee  set  up  for  the  purpose  of  making  progress. 
Personally  I  should  like  very  much  to  see  the  matter  handled  in  a 
little  different  way  from  that  suggested  by  the  resolutions  com- 
mittee. 

Henry  F.  Long:  Of  course,  I  have  no  authority,  so  far  as  act- 
ing for  the  resolutions  committee  is  concerned,  to  change  what  was 
the  feeling  of  the  committee.  Personally  I  have  no  objection  to 
it  whatsoever,  other  than  the  natural  objection  which  would  flow 
from  anyone  interested  in  the  association  in  not  creating  too  many 
committees  with  impossible  tasks.  If  it  has  been  so  developed  at 
its  inception  as  to  insure  the  wholehearted  support  of  some  agency 
that  can  supply  this,  I  am  personally  not  averse  to  the  resolutions 
committee's  recommendation  not  being  adopted,  and  that  a  resolu- 
tion or  something  to  that  effect  be  now  accepted  perhaps  with 
reference  to  the  executive  committee ;  but  I  would  prefer,  rather 
than  to  make  it  myself,  to  have  Doctor  Haig  or  some  one  else 
make  it,  and  the  reference  be  made  to  the  executive  committee, 
which  perhaps  can  determine  a  committee  of  some  kind,  to  which 
I  would  not  raise  any  objection. 

T.  S.  Adams  :  Would  the  resolutions  committee  be  agreeable  to 
a  substitute  resolution  or  motion  to  the  effect  that  the  resolution 
submitted  by  me  be  simply  referred  to  the  executive  committee 
without  any  recommendation  ? 

Henry  F.  Long  :  I  cannot  speak  for  the  resolutions  committee, 
but  as  one  of  them  I  would  be  perfectly  agreeable  to  that. 

T.  S.  Adams:  I  move  that  the  resolution  dealing  with  delin- 
quency, tax  sales  and  redemption  be  referred  to  the  executive  com- 
mittee without  recommendation,  simply  referred  to  it  for  such 
action  as  it  may  think  proper. 

Zenas  W.  Bliss:  Second  the  motion. 

President    Smith:    You   have    heard    the    motion    as    made    by 
Doctor  Adams.     Those  in  favor  signify,  etc. 
(Ayes  and  noes.) 
President  Smith  :  Carried. 

Philip  H.  Zoercher  (Indiana  )  :  Mr.  Chairman,  during  this  con- 
ference it  has  been  very  evident  that  the  great  question  that  is 
paramount  in  the  minds  of  the  people  of  the  country  is  the  control 
of  public  expenditures. 

The  State  of  Indiana  in  1919  passed  a  new  tax  law,  and  in  1921 
just  naturally  established  the  budget  law,  which  provided  that  ten 
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or  more  taxpayers  would  have  a  right  to  ask  for  a  review  of  tax 
levies  and  bond  issues,  and  since  that  time  there  has  been  saved  to 
the  taxpayers  directly  seventy  millions  of  dollars.  What  the  in- 
direct savings  have  been,  I  do  not  know.  So,  we  believe  that  the 
next  tax  conference  could  very  properly  meet  in  the  city  of  In- 
dianapolis, where  these  records  could  be  brought  right  into  the 
meeting  of  the  conference.  These  records  could  be  brought  right 
there  so  that  the  members  who  attend  that  conference  could  see 
with  their  own  eyes  and  get  a  better  understanding  of  this  great 
work  that  has  begun  in  the  State  of  Indiana.  I  have  with  me  here 
a  letter  sent  by  the  Governor  of  the  State,  that  I  am  going  to  turn 
over  to  the  secretary,  a  letter  by  the  mayor  of  the  city  of  Indian- 
apolis, and  also  from  the  convention  committee  of  the  chamber  of 
commerce  extending  a  hearty  invitation  to  the  conference  to  meet 
in  the  city  of  Indianapolis  next  year.  We  have  abundant  hotel 
facilities,  and  I  want  to  say  in  every  way  Indianapolis  is  consid- 
ered and  called  the  crossroads  of  America ;  and  I  am  sure  you 
would  be  given  a  most  hearty  welcome. 

John  S.  Edwards  (Ohio):  Mr.  Chairman,  and  Ladies  and 
Gentlemen  of  the  Conference:  I  should  like  again  to  extend  the 
invitation  of  the  capitol  city  of  Ohio  to  this  great  organization  to 
come  to  that  city  for  your  next  conference.  You  will  recall  that 
we  extended  an  invitation  to  you  at  Kansas  City,  and  you  felt  it 
proper  to  come  to  this  beautiful  southern  city ;  and  since  the  time 
of  that  conference  Ohio  has  written  an  entirely  new  tax  structure 
with  reference  to  her  personal  property.  She  has  adopted  another 
new  tax  measure,  a  cigarette  tax,  and  at  the  time  the  1932  con- 
ference would  be  held  we  would  be  in  the  midst  of  our  first  year 
of  administration  of  those  measures;  and  I  am  quite  certain  that 
we  would  be  in  a  position  to  bring  some  interesting  information  to 
the  conference  as  to  what  might  be  the  result  of  a  classified  prop- 
erty tax  in  a  great  industrial  state  like  Ohio. 

It  is  unnecessary,  of  course,  for  me  to  speak  to  you  of  the  ad- 
vantages perhaps  of  the  city  of  Columbus  to  take  care  of  this  great 
organization.  I  think  it  is  proper  that  I  should  call  your  attention 
to  the  fact  that  this  association  was  born  in  Columbus  twenty-five 
years  ago,  and  the  next  conference  will  be  the  twenty-fifth  confer- 
ence, and  you  have  not  been  back  to  the  city  since  that  time.  The 
man  who  was  the  first  president  of  this  great  association  for  about 
four  or  five  years  was  an  Ohioan — Mr.  Foote,  as  I  recall — and  I 
am  sure  that  this  organization  will  receive  a  most  cordial  and 
happy  welcome  if  you  can  find  your  way  clear  to  come  to  Ohio  for 
your  next  conference.  We  have,  of  course,  the  usual  formal  invi- 
tation of  the  Governor  and  the  Tax  Commission  and  the  various 
civic  bodies,  filed  with  the  secretary.  We  certainly  hope,  and  we 
expect,  that  this  next  conference  will  be  at  Columbus,  Ohio. 
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A.  J.  Kraus  (Ohio)  :  1  wish  to  take  the  opportunity  now,  be- 
fore the  meeting  be  closed,  as  a  member  of  the  Tax  Commission 
of  Ohio,  to  endorse  the  invitation  that  Senator  Edwards  has  just 
presented  to  you  folks  here  this  evening  in  behalf  of  the  State 
of  Ohio. 

James  Mussatti  (California):  The  California  delegation  ex- 
tends an  invitation  to  you  to  hold  your  1933  meeting  in  the  city 
of  Los  Angeles,  in  the  land  of  the  sun-kissed  orange,  where  the 
sun  shines  three  hundred  and  sixty-five  days  out  of  the  year.  The 
California  delegation  takes  pleasure  in  seconding  the  invitation 
of  the  Ohio  delegation  for  Columbus  in  1932,  and  we  feel  sure 
that  after  you  have  seen  Columbus'  sunshine  you  will  be  happy  in 
1933  to  accept  the  invitation  of  California  and  come  to  Los  Angeles, 
where  we  have,  as  far  as  the  state  is  concerned,  the  most  unique 
tax  system,  and  many  other  things  which  are  different  from  the 
rest  of  the  other  regions  of  the  United  States  of  America.  You  all 
know  about  the  advantages  of  Los  Angeles.  If  you  do  not  it  is 
not  Los  Angeles'  fault.  Anyway,  we  want  you  to  feel  that  we 
want  you  to  come.  We  will  give  you  all  the  hospitality  that  it  is 
humanly  possible  to  give  you.  and  we  want  you  in  1933  sincerely, 
and  we  hope  you  will  come. 

Charles  S.  Maltby  (Ohio)  :  For  several  years  Cleveland  has 
extended  an  invitation  to  this  association,  and  that  invitation  is 
again  renewed  through  me.  Cleveland  would  like  to  have  this 
conference.  It  is  a  great  city;  but,  if  you  do  not  come  to  Cleve- 
land, come  to  Ohio. 

M.  II.  Hunter  (Illinois):  From  my  several  years'  connection 
with  this  organization  I  know  it  to  be  a  forward-looking  institu- 
tion. There  are  many  places  in  the  United  States  we  could  well 
select  for  the  meeting  of  the  National  Tax  Association.  I  think 
the  executive  committee,  who  really  has  the  final  determination,  has 
the  several  interests  of  the  members  of  the  Association  in  mind. 
I  say.  we  are  forward-looking  in  our  determinations. 

In  1933  the  State  of  Illinois  and  city  of  Chicago  is  to  hold  the 
Centenary  of  Progress.  A  number  of  the  members  of  the  tax  asso- 
ciation have  expressed  to  me  the  desire  that  the  association  meet 
somewhere  near  Chicago,  so  that  they  may  be  in  position  to  attend 
the  Centenary  of  Progress  at  the  same  time  they  attend  the  meet- 
ings of  the  National  Tax  Association,  either  before  or  after.  I 
have  turned  into  the  hands  of  the  secretary  an  invitation  from  the 
Governor  of  the  State  and  other  organizations  that  in  1933  the 
National  Tax  Association  meet  at  Springfield,  Illinois,  the  capitol 
of  our  State,  the  former  home  of  Abraham  Lincoln — Honest  Abe — 
and  I  think  that  inspiration  ought  to  do  some  good,  at  least  for  tax 
administrators.     The  shrine  of  Abraham  Lincoln  was  recently  re- 
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dedicated  by  President  Hoover.  I  am  sure  if  you  decide  to  come 
to  Illinois  we  should  be  glad  to  have  you,  and  we  will  try  to  have 
a  fine  meeting  of  the  association. 

President  Smith  :  The  secretary  has  a  few  words  he  will  say 
to  you. 

Secretary  Query  :  Gentlemen,  we  do  not  lack  for  places  to 
meet  in  1932  if  we  will  consider  the  invitations  that  have  come  to 
me.  In  addition  to  some  two  or  three  dozen  invitations  from  hotels, 
we  have  invitations  from  the  Governor  of  Ohio,  the  Governor  of 
Indiana  and  the  Governor  of  California,  and  the  Chamber  of  Com- 
merce and  the  Mayor  of  Los  Angeles.  We  have  invitations  from 
Memphis,  from  Chicago,  Atlantic  City,  St.  Paul,  Minnesota,  Biloxi, 
Mississippi,  Santa  Fe,  Denver,  Phoenix,  Detroit,  French  Lick,  etc.. 
so,  when  the  executive  committee  gets  ready  to  select  place  of 
meeting  it  will  have  numerous  places  to  consider. 

President  Smith  :  I  imagine  it  will  be  no  easy  proposition  on 
the  part  of  the  executive  committee  to  reach  a  decision  with  all 
these  splendid  invitations.  If  there  is  nothing  further  before  the 
conference  I  will  entertain  a  motion  to  adjourn. 

(Motion  made,  duly  seconded  and  carried  to  adjourn  to  meet  in 
ioint  session  with  the  Southeastern  Economic  Association,  Friday, 
Oct.  16,  9  A.  M.) 


TENTH  SESSION 

Friday.,  October  16,  1931,  9:00  A.  M. 
Joint  Session  with  Southeastern  Economic  Association 

Franklin  S.  Edmonds  (Pennsylvania)  :  At  the  request  of  Presi- 
dent Smith,  who  could  not  be  here  this  morning,  it  gives  me  pleas- 
ure to  call  the  joint  session  to  order.  The  Southeastern  Economic 
Association  having  arranged  its  annual  conference  so  as  to  enable 
its  members  to  participate  in  the  sessions  of  the  conference  of  the 
National  Tax  Association,  it  was  deemed  of  advantage  by  the  pro- 
gram committee  of  the  National  Tax  Association  to  accept  the  kind 
invitation  of  the  Economic  Association  to  hold  a  joint  session  for 
the  discussion  of  subjects  of  interest  to  members  of  both  the  Eco- 
nomic Association  and  the  delegates  to  the  conference  on  taxation, 
under  the  auspices  of  the  National  Tax  Association. 

Before  introducing  the  presiding  officer  of  the  joint  session,  I 
wish  to  say  that  it  has  been  deemed  advisable  that  a  motion  be 
made  at  this  time  that  at  the  close  of  the  morning  session,  the 
twenty-fourth  annual  conference  of  the  National  Tax  Association 
adjourn  sine  die.  Most  of  the  delegates  to  the  tax  conference  have 
left  for  their  homes  and  as  there  is  no  further  business  to  come 
before  the  conference,  after  this  joint  session,  I  will  entertain  a 
motion  that  we  stand  adjourned  at  the  close  of  this  session. 

Philip  H.  Zoercher  (Indiana)  :  Mr.  President,  I  move  that  at 
the  close  of  the  joint  session  the  twenty-fourth  annual  tax  confer- 
ence adjourn  sine  die. 

Chairman  Edmonds:  Is  there  a  second  to  the  motion? 

R.  C.  Norman  (Georgia)  :  I  second  the  motion. 

Chairman  Edmonds:  Any  discussion?  You  have  heard  the 
motion.     All  in  favor  vote  aye. 

(  Ayes  and  noes.) 

Chairman  Edmonds  :  The  motion  carried.  It  now  becomes  my 
pleasure  to  introduce  as  the  presiding  officer  of  this  session  Doctor 
Robert  FT.  Tucker,  Dean  of  Washington  and  Lee  University.  — 
Doctor  Tucker. 

Robert  II.  Tucker,  Dean  of  Washington  and  Lee  University, 
presiding. 

Note. —  The  proceedings  of  the  joint  session  with  the  Southeastern  Eco- 
nomic Association  were  not  recorded  by  the  official  reporter,  but  the  formal 
papers  submitted  at  the  session  are  made  a  part  of  the  proceedings  of  the 
twenty-fourth  annual  conference. — The  Secretary. 

(400) 
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SOME  PROBLEMS  IN  STATE  AXD  LOCAL 
SALES  TAXATION 

CARL    SHOUP 
Columbia  University 

In  the  presentation  of  some  of  the  problems  involved  in  state  and 
local  sales  taxation  the  following  assumptions  are  made  as  to  the 
topic  under  discussion : 

First,  that  the  tax  to  be  discussed  is  either  a  general  sales  tax  or 
a  comprehensive  mercantile  retail  sales  tax.  Special  taxes  on 
selected  commodities  such  as  tobacco,  soft  drinks,  etc.,  require  sep- 
arate treatment. 

Second,  that  the  tax,  if  levied,  would  be  intended  to  produce  a 
substantial  amount  of  revenue,  so  that  the  rate  would  be,  say,  from 
one-half  of  one  per  cent  to  one  per  cent  for  a  general  sales  tax,  or 
from  one  to  three  per  cent  for  a  retail  sales  tax.  If  the  rate  were 
extremely  low,  a  small  fraction  of  one  per  cent,  many  of  the  prob- 
lems discussed  herewith  might  not  arise. 

Third,  that  enough  money  would  be  spent  in  administration  so 
that  the  amount  of  evasion  would  not  be  great. 

Grounded  on  these  basic  assumptions,  the  following  discussion 
will  be  concerned  in  general  with  what  may  be  called  problems  of 
unequal  treatment  raised  by  the  sales  tax.  Unequal  treatment  does 
not  necessarily  imply  unjust  discrimination.  The  point  raised  here 
is  that  the  sales  tax,  sometimes  thought  of  as  a  simple  uniform  levy, 
would,  it  appears,  result  in  unequal  treatment,  especially  if  levied 
by  states  or  local  bodies.  Therefore,  this  possible  unequal  treatment 
should  be  carefully  considered  by  legislators  to  determine  whether 
it  serves  to  counterbalance  other  inequalities  in  the  tax  system  and 
so  rounds  out  a  well-balanced  system  as  a  whole,  or  whether  it  adds 
to  similar  unequal  treatment  in  other  parts  of  the  existing  system. 
Each  state  and  locality  must,  of  course,  find  its  own  answer  to  this 
question. 

There  are  man)-  ways  in  which  unequal  treatment  might  manifest 
itself,  but  for  purposes  of  this  paper  attention  will  be  centered  on 
three  main  points,  as  follows:  exemption  limits,  turnover  and  profit 
margins,  and  consumers'  purchases. 

If  either  a  general  sales  tax  or  an  ordinary  retail  sales  tax  be 
levied,  an  exemption  of  some  sort  seems  advisable  from  the  adminis- 
trative point  of  view.  To  support  this  statement  one  may  examine 
some  data  showing  the  distribution  of  business  concerns  under  the 
sales  tax,  by  income  groups.  One  way  to  put  the  question  is :  what 
percent  of  total  turnover  or  total  tax  receipts  is  furnished  by  the 
top  one  per  cent  of  taxpayers,  or  the  top  two  per  cent,  and  so  on  ? 
If  a  countrv  with  a  general  sales  tax  has  about  five  million  tax- 
26 
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payers,  for  instance,  under  that  tax,  how  much  of  the  total  taxahle 
gross  receipts  is  accounted  for  by  the  50,000  concerns  having  the 
largest  turnover  ?  Germany  has  had  a  comprehensive  general  sales 
tax  for  some  years  which  includes  within  its  scope  the  gross  earn- 
ings of  professional  men  (doctors,  lawyers,  etc.)  and  gross  receipts 
of  fanners.     The  exemption  limit  has  been  very  low.1 

Statistics  for  the  year  1926  show  that  0.65  per  cent  of  all  the  tax 
returns  accounted  for  55.16  per  cent  of  the  total  gross  receipts.2 

This  indicates,  of  course,  the  extent  to  which  business  is  concen- 
trated in  the  hands  of  large  firms,  but  it  also  poses  an  interesting 
administrative  problem.  The  same  statistics  show  that  36.79  per 
cent  of  the  returns  accounted  for  95.81  per  cent  of  the  total  turn- 
over. To  put  it  another  way,  63  per  cent  of  the  total  number  of 
taxpayers  could  have  been  exempted  with  a  loss  of,  roughly,  only 
4  per  cent  of  the  tax  revenue.3 

Data  on  the  French  sales  tax  indicate  much  the  same  state  of 
affairs.  For  the  year  1922,  1.71  per  cent  of  the  taxpayers  supplied 
54.58  per  cent  of  the  total  revenue  from  the  tax,  and  78.44  per  cent 
of  the  taxpayers  could  have  been  exempted  with  a  loss  of  only 
10.12  per  cent  of  the  revenue.4 

Since  these  data  are  for  foreign  countries,  one  might  wish  com- 
parative statistics  for  the  United  States.  These  will  be  available 
shortly  from  the  Census  of  Distribution.  At  present  one  can  only 
cite  the  Trial  Distribution  Census  of  1927,  the  data  being  for  1926, 
which  showed  in  the  eleven  cities  which  it  covered  that  of  the 
79,778  independent  retail  stores  covered,  the  top  0.72  per  cent  ac- 
counted for  36.75  per  cent  of  total  sales;  and  the  bottom  46.56  per 
cent  accounted  for  only  5.24  per  cent  of  the  total  sales.5 

1  Exempt  are  those  whose  annual  tax  would  not  be  over  5  marks — mostly 
small  farmers.  The  rate  of  the  tax  in  1926  was  one  per  cent  up  to  March 
31st;  0.75  per  cent  after  that  date. 

2  "  Total  gross  receipts  "  includes  a  certain  amount  of  tax-free  turnover 
(for  instance,  export  trade),  but  does  not  include  such  tax-free  turnover  as 
bank  or  insurance  transactions  or  receipts  of  government  railways.  The 
figures  in  the  text  were  taken  from  Umsatz  und  Umsatzsteuer  in  Deutsch- 
land  nach  den  Umsatzsteuerveranlagungen  1Q26  bis  192S,  compiled  by 
Statistischen  Reichsamt.  Verlag  von  Reimar  Mobbing,  Berlin,  1931,  page  27. 
See  also  appendix  D. 

3  The  above  data  include  returns  from  farms.  If  industry  alone  is  con- 
sidered there  is  shown  a  still  greater  concentration  of  turnover  in  the  hands 
of  a  few  concerns.  The  data  for  commerce  alone  (Handel  und  Verkehr), 
on  the  other  hand,  show  less  concentration  than  the  average  for  all  three 
groups.      (See  appendix  D.) 

4  Shoup,  C.  S.,  The  Sales  Tax  in  France  (Columbia  University  Press, 
New  York,  1930),  page  74. 

5  Retail  and  Wholesale  Trade  of  11  Cities,  Domestic  Distribution  Depart- 
ment, Chamber  of  Commerce  of  the  United  States,  Washington,  D.  C,  1928, 
page   73. 
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As  to  industry,  the  Census  of  Manufacturers  for  1927  indicates 
that  manufacturing  firms  with  an  annual  output  of  less  than  $5,000 
constitute  at  least  22  per  cent  of  the  total  number  of  manufacturing 
establishments  in  the  United  States,  yet  these  22  per  cent  account 
for  less  than  one  per  cent  of  the  total  factory  output  measured  in 
dollars.6 

The  concentration  of  trade  revealed  by  these  figures  is  much 
greater  than  the  concentration  of  taxable  income  under  the  federal 
individual  income  tax.  The  booklet.  Statistics  of  Income  for  1928, 
shows  that  the  top  1.056  per  cent  of  taxpayers  (those  with  incomes 
over  $50,000)  accounted  for  25.02  per  cent  of  total  net  income," 
in  contrast,  for  instance,  with  the  German  experience  cited  above, 
where  the  top  0.65  per  cent  of  all  returns  accounted  for  55.16  per 
cent  of  the  total  turnover.  This  result  might  be  expected  in  view 
of  the  larger  number  of  small  income  receivers  who  are  not  subject 
to  the  federal  tax,  and  it  throws  some  light  on  the  administrative 
problem  involved  in  a  comprehensive  general  sales  tax  which  has 
no  exemption  limits. 

From  a  purely  fiscal  point  of  view,  it  seems  hardly  worth  while 
to  bother  with  the  63  per  cent  of  the  taxpayers  in  Germany  who 
furnished  only  4  per  cent  of  the  tax  revenue,  or  with  the  78  per 
cent  of  the  taxpayers  in  France  who  furnished  only  10  per  cent  of 
the  revenue.  The  tax  department's  time  and  efforts  might  better 
be  disposed  of  elsewhere,  unless  there  is  some  compelling  reason  in 
equity  for  allowing  no  such  exemption. 

The  sales  tax  is  supposed  to  be  passed  on  to  the  consumer;  is 
this  aim  defeated  if  a  dividing  line  is  drawn  so  that  a  merchant 
with,  for  instance,  $10,000  a  year  turnover8  (that  is,  about  $33.00 
a  day)  is  exempt,  and  therefore  prevents  his  taxpaying  competitors 
from  passing  on  the  tax  through  higher  prices  ?  Or  is  there  less 
direct  competition  among  the  large  and  small  concerns  than  is 
sometimes  thought,  so  that  in  effect  the  exemption  line  would  divide 
the  consuming  public  into  two  classes — those  who  would  (ultimately) 
pay  the  sales  tax  and  those  who  would  not?  It  would  be  out  of 
place  to  attempt  to  answer  these  questions  at  this  moment,  but  the 
problem  must  be  faced  squarely  in  the  framing  of  any  sales-tax  law. 

The  second  phase  of  this  discussion,  turnover  and  profit  margins, 
is  concerned  with  the  possible  different  effects  of  a  uniform  sales 
tax  upon  different  types  of  firms.  The  well-known  basic  fact  upon 
which  this  point  rests  is  as  follows:  Two  firms,  each  making  the 

R  Biennial  Census  of  Manufacturers,  1927,  U.  S.  Department  of  Com- 
merce, Washington,  D.  C,  1930,  page  6. 

7  But  78.04  per  cent  of  tax  paid,  owing,  of  course,  to  progressive  rates. 

s  The  46.56  per  cent  of  all  dealers,  noted  above  in  the  remarks  on  the 
Census  of  Distribution,  had  annual  turnover  of  less  than  $io,ooo. 
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same  percent  of  profit  on  net  worth,  may  have  very  different  ratios 
of  profit  to  gross  sales.  This  is  hecause  one  firm  turns  over  its 
stock  rapidly,  say,  8  or  9  times  a  year,  while  the  other  firm  in  a 
different  line  of  business  must  perforce  turn  its  stock  slowly,  say 
once  or  twice  a  year.  Here  again  certain  data  may  lend  point  to 
the  statement.  These  figures  represent  the  five-year  average  ex- 
perience of  large,  well-established  concerns  in  different  lines  of 
business,  concerns  which  have  been  able  to  borrow  money  on  the 
open  market.0 

As  a  sample,  there  may  be  considered  the  experience  of  firms  in 
seven  types  of  business.  In  each  of  these  seven  groups  the  percent 
of  profit  to  net  worth  averaged  between  six  and  eight  per  cent,  so 
that  each  of  these  types  of  business  was  (for  the  firms  covered) 
about  on  a  par  with  all  the  other  types — no  one  business  was  much 
more  or  less  profitable  than  any  of  the  others.  Despite  this  fact, 
one  line  of  business  (retail  lumber  dealers)  showed  5.60  per  cent 
profit  on  sales,  while  another  type  (meat  packers,  not  including  the 
"Big  Four")  showed  only  1.68  per  cent  profit  on  sales.  Both  of 
these  lines  of  business  showed  almost  precisely  the  same  percent  of 
annual  profit  on  net  worth.  The  answer  is,  of  course,  that  the  type 
of  business  with  the  large  profit  margin  on  sales  (retail  lumber) 
had  a  very  slow  turnover  of  its  circulating  capital,  owing  to  the 
nature  of  the  business,  while  the  type  of  business  with  a  small  profit 
margin  on  sales  (meat  packers)  made  up  for  this  fact  by  turning 
over  its  capital  more  quickly — again,  because  the  nature  of  the  busi- 
ness permitted,  even  demanded,  it. 

Another  group  of  types  of  business  may  be  cited :  those  types 
showing  a  percent  of  profit  on  net  worth  of  between  8  and  10  per 
cent.  The  profit  margin  on  sales  ranged  for  this  group  from  1.21 
per  cent  (factors)  to  6.57  per  cent  (retail  furniture  dealers). 

The  argument  which  these  data  are  offered  to  support  is,  of 
course,  as  follows:  A  uniform  sales  tax  is  a  much  greater  burden, 
calculated  as  a  percent  of  profits  on  net  worth,  for  firms  in  one 
type  of  business  than  it  is  for  firms  in  another  type  of  business, 
even  though  both  types  of  business  are  equally  profitable,  as  that 
term  is  ordinarily  used.  The  quick  turnover  firm  feels  the  tax 
much  more  keenly  than  does  the  slow  turnover  firm.  A  sales  tax 
of  one  per  cent,  if  not  shifted,  would  take  80  per  cent  of  the  profits 
in  one  line  of  business  and  only  20  per  cent  in  another,  and  so  on. 

It  may  be  said  that  the  above  data  are  of  little  significance  be- 

9  The  data  used  in  the  following  paragraphs  were  taken  from  tables  com- 
piled by  the  Bank  Service  Department  of  the  National  Credit  Office,  New 
York  City.  These  tables  show  five-year  comparative  ratios  of  firms  in  27 
different  lines  of  business  and  cover  the  period  1925-1929.  Owing  to  the 
nature  of  the  averages  developed,  there  are  certain  statistical  limitations  to 
their  use,  but  these  limitations  are  apparently  not  enough  to  invalidate  the 
statements  made  in  the  text  above. 
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cause  the  sales  tax,  after  all.  is  passed  on  to  the  consumer  and  is 
not  a  burden  on  the  business  firm.  It  should  be  remembered,  how- 
ever, that  one  can  never  be  certain  that  this  will  always  be  the  case, 
especially  with  a  state  or  local  sales  tax  and  especially  in  the  first 
few  years  of  its  existence.  Furthermore,  if  both  the  quick  turn- 
over and  the  slow  turnover  concerns  raise  their  prices  by,  say.  one 
per  cent,  may  not  the  quick  turnover  concern  lose  a  greater  percent 
of  its  trade,  owing  to  a  slackening  in  demand,  than  will  the  slow 
turnover  concern  ?  May  not  a  slow  turnover,  wide  profit  margin 
(on  sales)  type  of  business,  imply  a  sluggish,  inelastic  type  of  con- 
sumer demand  which  will  not  react  much  to  a  variation  of  one  per 
cent  in  the  price  in  one  direction  or  the  other?  Contrariwise,  may 
not  a  quick  turnover,  narrow  profit  margin  type  of  business,  imply 
a  fluid,  elastic  type  of  consumer  demand  which  responds  readily  to 
a  one  per  cent  change  in  price?  Again,  without  attempting  to 
answer  all  these  questions,  one  may  point  out  the  possible  differ- 
ences in  the  effect  of  a  uniform-rate  sales  tax  on  firms  in  different 
lines  of  business. 

The  third  phase  of  the  discussion,  consumers'  purchases,  concerns 
the  type  of  goods  and  services  which  are  purchased  by  different 
classes  of  consumers  and  which  might  be  subject  to  a  sales  tax. 
The  purpose  of  this  examination  is  to  ascertain  what  percentage 
of  the  goods  and  services  used  by  consumers  would  be  subject  to  a 
mercantile  and  manufacturing  sales  tax.  and  what  differences  in 
this  respect  there  might  be  as  among  certain  classes  of  consumers. 
Again,  it  seems  best  to  cite  a  few  figures,  for  although  these  data 
have  certain  definite  limitations  they  may  give  a  tone  of  reality  to 
the  discussion. 

Suppose,  for  instance,  that  one  is  considering  a  retail  sales  tax 
which  is  comprehensive  as  to  all  ordinary  mercantile  transactions, 
but  which  is  not  collected  upon  payments  for  house  rents,  for  ser- 
vices rendered  by  rate-regulated  public  utilities,  for  insurance,  or 
for  professional  services  of  doctors,  lawyers,  etc.  If  the  tax  were 
shifted  to  the  consumer,  what  percentage  of  his  total  expenditures 
would  be  thus  taxed,  and  are  there  any  differences  as  among  con- 
suming classes  ? 

Several  studies  of  consumers'  expenditures  have  been  made  in 
the  past;  for  the  purpose  of  the  present  discussion,  only  three  will 
be  referred  to.  namely,  those  concerning  (a)  the  cost  of  living  of 
federal  employees  in  five  cities,  (b)  the  standard  of  living  of  far- 
mers in  several  states,  (c)  the  standard  of  living  of  Ford  Motor 
Company  employees  in  Detroit.  All  of  these  studies  have  been 
made  within  the  last  few  years  by  departments  of  the  Federal  Gov- 
ernment.10 

10  For  details  and  description  of  sources,  see  appendices  A,  E,  C. 
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Consider,  for  instance,  the  record  of  expenditures  made  by  105 
families  of  Federal  employees  in  New  Orleans,  the  male  head  of  the 
family  in  no  case  receiving  more  than  $2,500  a  year  from  the  gov- 
ernment, but  usually  receiving  in  addition  some  outside  income.  If 
one  goes  through  the  items  (average  expenditure  per  family)  one 
by  one,  separating  those  which  would  be  subject  to  a  retail  sales 
tax,  as  outlined  above,  from  those  which  would  nut  be,  one  arrives 
at  the  conclusion  that  37  per  cent  of  the  total  expenditure  of  the 
average  family  would  be  free  of  sales  tax.  A  similar  study  of  101 
families  in  New  York  City  shows  39  per  cent  of  the  expenditure 
to  be  non -taxable.  Rental  payment  (actual  or  imputed)  accounts 
for  nearly  half  of  these  tax-exempt  expenditures.  Nearly  the  same 
percentage  was  shown  by  100  families  of  Ford  employees  in  Detroit 
having  an  average  total  expenditure  of  $1,719.83  per  year. 

A  difference  may  sometimes  be  observed  when  one  turns  to  farm 
families,  owing  to  the  fact  that  in  many  cases  the  farm  itself 
furnishes  much  of  the  family's  food.  A  study  of  farm  families' 
expenditures  published  in  1926  shows  that  for  1,130  farm  families 
studied  in' Alabama,  South  Carolina  and  Virginia,  the  value  of 
family  goods  consumed  averaged  per  family  $1,550.00  a  year;  and 
of  this  amount  59.5  per  cent  would  not  be  subject  to  the  type  of 
retail  sales  tax  under  discussion,  in  contrast  .with  the  37  and  39  per 
cent  figures  for  certain  city  dwellers  in  other  states  noted  above. 
The  figures  for  farm  expenditure  do  not  include  any  amount  spent 
for  business  purposes,  such  as  expenditures  for  farm  equipment, 
seed,  field  labor,  etc. 

As  to  higher  income  groups,  no  similar  data  are  available,  but  it 
seems  a  fair  presumption  that  the  percentage  of  non-taxable  income 
would  be  higher,  owing  to  greater  savings. 

Although  the  above  data  indicate,  perhaps,  no  more  than  what 
has  always  been  generally  surmised,  they  call  to  mind  two  important 
questions  of  policy  which  states  and  localities  must  decide  in  fram- 
ing either  a  general  sales  tax  or  a  retail  sales  tax. 

First,  suppose  that  one  assumes  that  most  of  the  tax,  no  matter 
how  broad  its  scope,  could  be  passed  on  to  the  consumers.  Is  there, 
then,  any  reason  for  extending  it  beyond  ordinary  mercantile  and 
manufacturing  transactions  to  include  receipts  from  the  sale  of 
transportation,  water,  gas,  electricity  and  professional  services? 
The  above  data,  at  least,  indicate  no  reason  for  doing  so,  as  con- 
cerns the  relative  burden  among  urban  families  of  the  lower  income 
group,  since  data  gathered  from  three  different  locations  —  .New 
Orleans,  New  York  and  Detroit— show  in  each  case  about  the  same 
percentage  of  total  expenditures  subject  to  the  ordinary  mercantile 
retail  sales  tax.  However,  not  all  the  data  contained  in  the  sources 
from  which  these  figures  have  been  drawn  have  been  analyzed  in 
this  paper.  Other  students  of  the  question  might  pursue  this  matter 
further  and  arrive  at  more  illuminating  results. 
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Secondly,  is  it  desired  to  use  the  sales  tax  as  a  means  of  impos- 
ing a  somewhat  greater  burden  on  the  urban  dweller  than  on  the 
farm  resident?  Here  again,  caution  is  needed  in  dealing  with  the 
very  restricted  samples  noted  above,  especially  in  view  of  our  un- 
certainty of  where  the  final  burden  of  any  tax  rests.  But  the  dif- 
ferences indicated  by  the  figures  above  are  great  enough  at  least  to 
raise  a  presumption  that  under  a  sales  tax  the  urban  family  would 
bear  a  somewhat  heavier  burden  than  a  farm  family  with  approxi- 
mately the  same  real  income.  This  factor  might,  therefore,  be  taken 
into  consideration  by  any  state  or  locality  which  wishes  to  make  a 
sales  tax  an  integral  part  of  its  tax  system,  unless  further  study 
shows  it  to  be  counterbalanced  by  other  factors  inherent  in  the 
situation. 

In  summary :  The  data  presented  above  serve  to  illustrate  three 
chief  problems  to  which  attention  must  be  given  by  any  state  or 
locality  planning  to  levy  a  sales  tax  at  a  fairly  high  rate,  and  they 
all  center  around  the  possibility  of  unequal  treatment  of  different 
groups  of  business  men  or  consumers.  Unequal  treatment  may 
arise,  first,  because  it  is  administrative  wisdom  to  exempt  the  smaller 
business  firms;  secondly  (insofar  as  the  tax  is  not  passed  on),  be- 
cause of  inherent  differences  in  profit  margin  on  sales;  thirdly  (in- 
sofar as  the  tax  is  passed  on),  because  of  differences  in  taxable 
expenditures  per  family,  differences  which  occur  both  among  fami- 
lies on  the  same  income  level  (rural  vs.  urban)  and  among  families 
on  different  income  levels.  There  are,  of  course,  other  possibilities 
of  unequal  treatment,  especially  as  resulting  from  out-of-state  com- 
petition, but  no  time  is  available  to  discuss  that  problem  here. 

In  conclusion,  it  is  to  be  emphasized  that  unequal  treatment  re- 
sulting from  a  sales  tax  does  not  necessarily  mean  injustice.  The 
entire  tax  system  of  the  state  or  locality  must  be  considered  as  a 
whole,  and  when  it  is  so  considered,  it  might  in  certain  cases  be 
found  that  the  unequal  treatment  accorded  by  a  sales  tax  was  a 
necessary  ingredient  to  counterbalance  discrepancies  in  other  parts 
of  the  system.  That  problem  is  not  entered  into  here.  The  point 
of  this  paper  is  rather  that,  for  good  or  ill,  the  sales  tax,  although 
levied  at  a  uniform  rate,  is  not  a  truly  uniform  tax  when  viewed 
as  a  burden  upon  the  persons  concerned. 

Afpexdix  A 

The  average  value  per  family  of  goods  and  services  used  during 
one  year  by  1.130  farm  families  in  Kentucky,  South  Carolina  and 
Alabama  is  shown   in  the  table  below.11     The  several  items  have 

11  Data  from  The  Farmer's  Standard  of  Living,  by  E.  L.  Kirkpatrick. 
United  States  Department  of  Agriculture,  Department  Bulletin  Xo.  1446, 
November,  1926,  pp.  16  ff.  There  are  additional  data  in  this  Bulletin  show- 
ing comparative   figures   for   farms   in   other   sections   of   the  country.      "  In 
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been  distributed  according  to  taxability  or  non-taxability  under  an 
ordinary  mercantile  retail  sales  tax. 


Good  or  service 


Taxable  Non  -taxable 
under  an  ordi-  under  an  ordi- 
nary mercantile  nary  mercantile 
retail  s.des  tax  retail  sales  tax 


House  rent 

Food  furnished  by  farm   

Food  purchased 

Fuel  furnished  by  farm 

Fuel  purchased 

Household  supplies = 

Laundry  outside 

Automobile    

Horse  and  buggy 

Hired  help 

Carfare 

Telephone    

Postage,  express  and  freight    

Insurance  on  furniture  and  equipment. 

Ice,  and  charge  for  city  water 

Furniture  and  furnishings    

Clothing 

Maintenance  of  health 

Formal  education 

Reading  matter , 

Organization  dues 

Church,  Sunday-School  and  missions 

Red  Cross  and  other  welfare 

Recreation 

Gifts 

Jewelry 

Toilet  articles 

Candy,  sodas  

Tobacco,  pipes,  etc 

Insurance,  life  and  health    

Unclassified   


Total 


I'er  cent  of  yrand  total 


5176.40 


7-5° 

9-5° 

68.70 

1  5-7° 


36.10 
241.70 


8.20 


18.00 


1.30 
8.00 

4.10 
14.60 

3-40 


$643.50 


41-5* 


si  56.20 
514.70 

36.10 


16.80 
.50 
2.10 
3.10 
1. 10 
2.40 


48.50* 

46.00! 

1.90 

29.10 

1. 10 

9.40 


38.50 


S9C7.50 


58.5% 


*  Probably  partly  for  medicine,  hence  partly  taxable. 
t  Includes  school  books,  hence  partly  taxable. 

gathering  data  for  this  study,"  states  the  Bulletin,  "  localities  with  indica- 
tions of  extremely  high  or  low  economic  levels  were  avoided,  with  one  or 
two  exceptions.  Only  white  farm  families  were  included.  The  data  for 
Alabama  represent  558  families,  chiefly  in  eight  counties  ;  for  South  Caro- 
line, 202  families  in  five  counties;  for  Kentucky,  370  families  in  one 
county." 
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Appendix  B 

The  average  yearly  expense  per  family  of  105  families  of  federal 
employees  in  New  Orleans  and  101  in  New  York  City   (husband's 


New  Orleans 


Good  or  service 


New  York 


Non-  Nun- 

Taxable      taxable       Taxable       taxable 


Food S779.70 

Clothing     259.79 

Housing 

Heating  and  lighting  * 42.83 

Furniture  and  furnishings    75-49 

Health  expense 

Life,  accident,  health  insurance 

Retirement  deduction 

Personal  property  insurance 

Personal  property  and  poll  taxes 

Church  and  Sunday-School 

Labor  organizations 

Lodges,  clubs  and  societies 

Street-car  fare,  etc 


Automobile  payment 

Automobile  supplies  and  repairs 

Telephone    

Laundry   

Barber  and  beauty  shop 

Tobacco 

Paper,  magazines  and  books 

Radio 

Motion  pictures  and  other  amusements 

Vacation.      

Household  incidentals    

Music,  dancing  and  elocution   lessons. 

School  tuition  and  tutots'  fees 

Servant  hire 

Gifts  outside  home 

Charity   

Garage  rent  

Death  expense 

Traveling  expense 

Moving  expense    

Other  items    


3'75 
38.64 


48-43 
18.40 
28.15 
21.10 

5-55 
45-34 


39-63 


•63 
4.60 


£•300, 

42. 

99' 

74. 

5-4. 

5* 

2, 

18. 

I. 

10. 

53> 


$926.88 
305  27 

59.18 

49-79 


22.17 


1. 

L3 


9.90 
6.17 


S486.18 
59-19 

127.98 

106.05 

54-72 

2-34 

23-47 
1.36 
9.08 

53.66 


39-°4 
22.03 

29-*5 
21.61 
18.38 
39- '5 


35-96 


3-49 
4.65 


36.81 

2-95 

"3-35 

4.04 

19.40 
•94 


.92 
5-38 


Total     $1,441.71      §838.25   $1,572.52  §1,025.93 


Per  cent  of  grand  total 63 %  37  %  61  %  39  % 


*  Divided  on  the  assumption  that  one-half  was  for  coal,  wood,  etc.    (tax- 
able) and  one-half  for  gas  and  electricity  (non-taxable). 
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government  salary  not  over  $2,500)  is  shown  in  the  following 
table.1-  The  several  items  of  expenditure  are  distributed  accord- 
ing to  taxability  or  non-taxability  under  an  ordinary  mercantile 
retail  sales  tax. 

Appendix  C 

The  average  cost  per  family  of  goods  and  services  consumed 
during  one  year  by  100  families  of  Ford  employees  (average  in- 
come per  family  $1,711.87)  is  shown  in  the  following  table.13 
The  several  items  of  expenditure  are  distributed  according  to  taxa- 
bility or  non-taxability  under  an  ordinary  mercantile  retail  sales  tax. 

12  From  Cost  of  Living  of  Federal  Employees  in  Fire  Cities,  L.  S.  De- 
partment of  Labor,  1929,  p.  47  IT.  This  booklet  also  contains  similar  data 
for  Iialtimore,  Boston  and  Chicago. 

,:;  From  "Standard  of  Living  of  Employees  of  Ford  Motor  Company  in 
Detroit.'7  Monthly  Labor  Review  (U.  S.  Department  of  Labor),  June,  1930, 

p.  1 200  if. 
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flood   or  service 


Taxable 


Nor  taxable 


Food 

Clothing 

1 1  ousing 

Coal,  coke  and  wood    

Gas  and  electricity 

Kerosene,  matches  and  candles 

Furniture  and  household  furnishings  .    • . 

Life  insurance 

Stree  car  and  bus 

Doctor,  nurse,  hospital,  dentist 

Medicine,  eyeglasses  and  undertaker 

School  tuition    

School  books 

Other  school  expenses 

Cleaning  supplies    

Barber    

Accident  insurance 

Personal  property  insurance    . 

Church  and  other  religious  organizations 

Lodges,  clubs  and  societies 

Charity 

Gifts  outside  family 

Motion  pictures 

Plays  and  concerts    

Dances 

Other  amusements 

Excursions 

Vacation  (out  of  city)    

Travel  (not  vacation) 

Newspapers   

Magazines  and  periodicals    

Books   

Postage 

Music  lessons    

Tobacco  

Tools 

Laundry  out 

Toilet  articles    

Toilet  preparations 

Telephone 

Moving 

Bicycle 

Automobile — cost 

Automobile  -  upkeep  : 

Garage  rent 

Servant,  etc.,  wages 

Miscellaneous   


S556.12 
210.67 


55-57 


4.51 
88.55 


10.6.2 


J  -5° 

2.47 
16.64 
12.37 


5-55 

•°3 
.i  1 
.69 


19.08 
1.29 

4-23 
4.66 
9.02 


2  06 

•36 

40.11 

36.67 

1.78 


Total 


Per  cent  of  grand  total 


$388.81 
43-'2 


59.16 
37-4° 
53-61 

244 


.48 

.70 

9.62 

1.05 

'•53 

5.66 


.26 

2.59 

3-32 

12.06 

1.46 

1.63 
2.61 


1.71 


1.08 


$630.30 


37% 
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Appendix  D 

There  is  presented  below  a  cumulative  table  showing  number  of 
taxpayers  and  amount  of  gross  income  by  gross  income  groups, 
under  the  German  general  sales  tax,  1926.14 


Total:   1 

ndustry, 

trade 

and 

Trade   ( 

Handel 

agriculture 

Industry 

und  Verkehr) 

Gross  income  group 

(yearly) 

cumulative 

Per  cent 

Per  cent 

Per  cent 

Per  cent 

of  total 

Per  cent 

of  total 

Per  cent 

of  total 

of  total 

gross 

of  total 

gross 

of  total 

gross 

taxpayers 

income* 

taxpayers 

income* 

taxpayers 

income* 

More  than  o  marks    ■  ■  ■ 

100.00 

100.00 

100.00 

100.00 

10c  .00 

100.00 

Over  5,000  marks 

36-79 

95-8i 

45-72 

97-74 

56-35 

97.92 

Over  20,000  marks 

13.16 

87-37 

19.14 

02.23 

23.17 

8978 

Over  50,000  marks  .... 

5.80 

7«-27 

9.16 

85.92 

9.96 

80.35 

Over  100,000  marks   . 

3-°4 

72-47 

5.02 

80.09 

5.16 

72.70 

Over  500,000  marks  .  . . 

0.65 

55-IU 

1.22 

64.21 

1.05 

53-48 

Over  1,000,000  marks  . . 

0.32 

40.95 

0.63 

55-93 

0.48 

44.48 

Over  5,000,000  marks  . . 

0.05 

28.51 

0.1 1 

35-01 

0.07 

26.12 

Over  10,000,000  marks  • 

0.02 

21.47 

0.04 

26.52 

003 

19.56 

Over  25,000,000  marks  . 

0.0  c 

M-M 

0.0 1 

16.89 

0.01 

13-54 

"  Total  gross  income  "  includes  a  certain  amount  of  tax-free  turnover,  e.  g., 
export  trade,  but  does  not  include  such  tax-free  turnover  as  bank  or  insurance 
transactions  or  government  railway  receipts. 


THE  PREVENTION  OF  DEFICITS  IN  THE 
SOUTHERN  STATES 

ALBERT  S.   KEISTER 

Department  of  Sociology  and  Economics, 
Xorth  Carolina  College  for  Women 

My  topic  would  perhaps  be  better  stated,  "  The  Prevention  of 
Further  Deficits  in  the  Southern  States,"  since  it  is  common  knowl- 
edge that  deficits  are  already  being  experienced  by  practically  every 
southern  state  and  by  many  of  the  counties  and  cities  in  this  region. 
The  topic  as  thus  restated  raises  two  important  questions : 

1.  Should  we  try  to  prevent  deficits  in  a  period  of  acute  business 
depression  ? 

2.  How  can  deficits  be  prevented  in  normal  or  prosperous  years? 

14  Utnsatz  und  Umsatzstcuer  in  Deutschland  nach  den  Umsatzsteuer- 
veranlagungen,  IQ26  bis  1Q28 ;  compiled  by  Statistisclicn  Reichsamt.  V erlag 
von  Reimar  II  ohbing,  Berlin,   1931,  p.  27. 
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First  —  Should  zve  try  to  prevent  deficits  in  a  period  of  acute 
business  depression?  Advocates  of  budgeting  in  government  finance 
usually  assume  that  the  budget  should  balance  annually  without 
recourse  to  borrowing.  In  other  words,  they  take  for  granted  that 
a  "  pay  as  you  go  "  policy  is  always  the  right  policy.  But  is  it  ? 
Why  should  it  be  assumed  that  every  year,  regardless  of  business 
conditions,  the  budget  should  balance?  Is  not  this  assumption  based 
on  the  idea  of  a  normal,  a  regular,  a  predictable  condition  of  affairs, 
whereas  actual  economic  conditions  are  increasingly  dynamic,  irreg- 
ular, and  unpredictable?  Why  should  not  our  governmental  units 
plan  their  fiscal  affairs,  partially  at  least,  in  terms  of  business  cycles 
than  in  terms  of  twelve-month  periods?  This  would  mean  that  in 
depression  years  when  personal  and  corporate  incomes  fall  off,  in- 
stead of  making  life  harder  for  their  citizens  by  raising  tax  rates 
and  levying  new  taxes  to  try  to  balance  the  budget,  the  authorities 
should  calmly  accept  the  principle  of  a  deficit,  leaving  tax  rates  as 
they  were.  Short-term  notes  or  callable  bonds  could  be  issued,  matur- 
ing or  redeemable  three  to  five  years  later.  Assuming  that  business 
conditions  will  continue  to  move  in  cycles,  as  they  have  for  the 
past  one  hundred  years  or  more,  the  taxes  necessary  to  pay  off  the 
notes  could  be  levied  and  borne  with  much  less  distress  in  the  en- 
suing period  of  business  recovery.  This  is  simply  suggesting  that 
tax  burdens  be  adjusted  to  ability  to  pay,  interpreting  ability  not  in 
(he  sense  of  the  ability  of  various  classes  in  the  community  but  in 
the  time  sense  of  paying  less  in  bad  years  and  more  in  good  years. 

This  suggestion  is  of  course  neither  original  nor  untried.  Many 
of  our  state  and  local  governments  and,  upon  occasion,  the  federal 
government,  have  practiced  it.  In  previous  depressions,  finding 
their  tax  revenues  inadequate,  they  have  in  many  instances  followed 
the  line  of  least  resistance,  resorting  to  borrowing  rather  than  to 
increased  levies.  The  criticism  may  justly  be  made  that  in  many 
instances  instead  of  retiring  these  loans  in  the  ensuing  period  of 
prosperity  they  made  the  mistake  of  funding  them  into  long-term 
bonds,  thus  spreading  the  burden  over  future  periods  of  depression 
as  well  as  of  prosperity.  Even  when  they  carried  over  the  obliga- 
tions only  into  the  ensuing  prosperous  years  and  retired  them  then 
completely,  they  have  sometimes  been  criticized  for  the  action  on 
the  ground  that  they  violated  sound  budgetary  procedure.  Should 
they  not  rather  have  been  commended  for  adapting  their  policy  to 
sound  business  cycle  requirements?  Might  it  not  be  better  if  such 
a  policy,  followed  more  or  less  unintentionally  and  in  some  cases 
surreptitiously,  became  recognized  procedure,  approved  by  citizens 
and  fiscal  experts  alike  ?  This  would  mean  that,  to  a  certain  extent 
at  least,  the  business  cycle  rather  than  the  year  should  be  the  unit 
of  planning  of  fiscal  affairs. 

It  is  perhaps  superfluous  to  point  out  that  this  suggestion  is  some- 
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what  different  from  the  proposal  that  liberal  expenditures  for  public 
works  be  undertaken  in  depression  periods,  financed  by  borrowing. 
Such  expenditures  are  usually  advocated  as  unemployment  relief 
measures  or  as  business  stimulants  and  the  debts  incurred  are  com- 
monly thought  of  as  capital  expenditures.  On  the  other  hand,  the 
suggestion  we  are  dealing  with  here  is  that  operating  deficits  in- 
curred in  depression  periods  be  simply  accepted  as  proper  and  in- 
evitable to  be  paid  off  out  of  surpluses  planned  for  and  created  in 
the  ensuing  period  of  prosperity. 

In  addition  to  the  advantage  of  adjusting  the  tax  burden  some- 
what in  accordance  with  business  conditions  and  incomes,  the  plan 
discussed  has  another  advantage  from  the  standpoint  of  the  tax- 
payer. It  means  borrowing  dollars  in  depression  years  when  dollars 
have  higher  purchasing  power  and  repaying  them  in  prosperous 
years  when  dollars  have  less  purchasing  power.  This  conclusion 
is  based,  of  course,  on  the  assumption  that  prices  of  commodities 
and  services  are  lower  in  depression  years  than  in  prosperous  ones. 
If  banks  or  other  creditors  advance  funds  to  meet  fiscal  deficits 
when  depression  brings  falling  prices  and  then  if  these  lenders  are 
repaid  a  few  years  later  when  active  business  creates  rising  prices, 
the  taxpayers  gain  at  the  expense  of  creditors.  While  from  the 
standpoint  of  society  it  is  not  desirable  that  any  one  class  benefit 
through  the  loss  of  another  class,  still  if  changing  price  levels  are 
permitted  by  society,  or  are  inevitable  in  a  dynamic  economic 
order,  would  it  not  be  proper  for  taxpayers  to  take  advantage  of 
the  same  ? 

For  the  plan  as  a  whole,  considering  gains  and  losses,  how  would 
taxpayers  stand?  The  taxpayers  would  gain,  first,  through  the 
better  adjustment  of  taxes  to  their  ability  to  pay,  and  second, 
through  borrowing  when  money  has  higher  purchasing  power  and 
repaying  when  it  has  lower  purchasing  power.  The  taxpayers 
would  lose  because  of  the  interest  they  would  have  to  pay  on  the 
loans.  It  would  appear  that  their  gains  would  outweigh  their 
losses. 

Objections  can  of  course  be  raised  to  the  plan.  Perhaps  the  most 
serious  objection  is  that  with  the  kind  of  administrators  we  have 
in  charge  of  our  state  and  local  tax  systems,  the  taxpayers  could 
not  trust  these  officials  to  completely  administer  any  such  plan.  To 
permit  deficits  to  occur  in  depression  times  with  the  understanding 
that  they  were  to  be  cleared  off  in  the  ensuing  prosperous  years 
would  be  inviting  trouble,  inasmuch  as  many  of  these  officials  would 
welcome  permission  to  allow  deficits  in  the  lean  years,  but  would 
not  raise  taxes  sufficiently  in  the  good  years  to  pay  off  the  accu- 
mulated operating  deficits,  an  admittedly  bad  fiscal  policy. 

This  danger  might  be  avoided  by  a  statute  forbidding  the  state 
or  any  subdivision  thereof  borrowing  for  the  payment  of  operating 
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expenses  except  in  a  time  of  business  depression,  and  then  for  a 
period  not  exceeding,  say,  five  years.  In  order  to  force  payment 
during  prosperity  the  statute  should  forbid  the  extension  or  re- 
funding of  such  a  loan  at  maturity.  What  constituted  a  business 
depression  within  the  meaning  of  the  statute  might  be  determined 
by  an  administrative  board,  ex-officio  or  otherwise  selected.,  which 
would  presumably  employ  a  group  of  well-tested  statistical  measure- 
ments of  business  activity. 

Effective  enforcement  of  such  a  statute  would  involve  some  kind 
of  board  or  commission,  similar  to  the  North  Carolina  Local  Gov- 
ernment Commission,  clothed  with  authority  to  supervise  and  to 
control  the  budgets,  the  tax  rates,  and  the  borrowing  of  all  local 
governments  within  the  state. 

We  may  now  turn  to  our  second  question :  How  can  deficits  be 
prevented  in  normal  or  prosperous  years? 

One  of  the  most  frequently  suggested  devices  to  prevent  deficits 
is  the  budget.  But  everyone  familiar  with  public  finance  knows 
that  budgeting  in  itself  does  not  prevent  deficits.  There  are  too 
many  slips  "  twixt  the  cup  and  the  lip."  The  budget  often  fails 
to  include  certain  expenditures  later  found  to  be  necessary.  The 
omission  may  be  deliberate  or  it  may  be  unintentional.  Deliberate 
omission  of  necessary  items  is  particularly  likely  to  occur  when  the 
taxing  authorities,  realizing  the  odium  that  would  attach  to  them 
if  they  raised  taxes,  undertake  to  present  a  balanced  budget  with 
stationary  taxes  and  mounting  expenditures.  Later  in  the  year 
they  quietly  borrow  the  funds  necessary  to  carry  on. 

Even  when  a  budget  is  honestly  and  completely  compiled,  with 
due  allowance  for  uncollectable  revenues  and  for  emergency  ex- 
penditures, a  deficit  may  easily  occur  through  misjudgments.  It 
must  be  remembered  that,  aside  from  debt  service,  practically  all 
items  in  a  budget  are  estimates.  Even  salaries  of  public  officials, 
when  not  fixed  by  statute,  may  be  changed  during  the  year  through 
turnover  of  personnel,  through  reorganization  of  departments,  or 
otherwise.  With  hundreds  of  items  representing  merely  estimates 
and  with  dynamic  forces  playing  upon  both  receipts  and  expendi- 
tures, the  budget  that  works  out  as  planned  becomes  the  exception 
rather  than  the  rule. 

As  suggested  above,  public  officials  generally  try  to  avoid  an  in- 
crease in  taxes.  They  know  it  will  bring  howls  of  protest  and 
criticism  from  the  taxpayers.  Yet,  failure  to  increase  taxes  is  an 
important  cause  of  deficits.  Insistent  pressure  to  increase  expendi- 
tures is  being  brought  almost  continuously  upon  public  officials,  due 
mainly  to  rising  standards  of  living  which  affect  public  as  well  as 
private  households,  and  to  new  functions  being  voluntarily  assumed 
or  forced  onto  public  agencies.  Almost  as  insistent  as  the  pressure 
to  spend  more,  is  the  pressure  not  to  tax  more.     Rare  indeed  is  the 
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public  servant  who  can  stand  up  and  be  counted  against  increased 
spending  or  for  increased  taxes.  This  is  especially  true  of  our 
local  government  officials. 

Now  what  can  be  done  in  the  face  of  such  a  condition?  Only 
com] idling  force  from  above  or  from  a  distance  which  gives  local 
officials  a  chance  to  lay  the  blame  on  some  distant  authority  whom 
the  grumbling  taxpayers  cannot  reach.  It  is  a  convenient  way  out 
for  a  city  council  or  a  board  of  county  commissioners  to  say  to 
their  constituents,  "  We  don't  want  to  increase  taxes  but  the  state 
authorities,  or  the  law.  compel  us  to  do  so."  Such  a  system  of 
'*  passing  the  buck  "  is  practically  indispensable,  under  present  con- 
ditions, if  operating  deficits  are  to  be  avoided.  To  the  writer  it 
constitutes  an  unanswerable  argument  for  state  control  of  local 
budgets,  local  borrowing,  and  local  tax  levies. 

Another  cause  of  deficits  is  the  mounting  charges  for  interest 
and  principal  payments  on  our  public  debts.  The  gross  debt  of  all 
the  governments  in  Xorth  Carolina,  for  example,  is  about  550  mil- 
lion dollars,  of  which  nearly  400  millions  has  been  incurred  by  our 
local  governments.  Local  government  indebtedness  lays  its  burden 
almost  entirely  on  property,  either  through  the  general  property  tax 
or  special  assessments  on  real  estate.  A  few  of  our  counties  have 
reached  the  point  where,  with  the  recent  slump  in  property  values, 
the  county  debt  amounts  to  over  50  per  cent  of  the  present  value 
of  all  the  property  in  the  county.  In  a  considerable  number  of  our 
counties  and  cities  50  cents  of  every  tax  dollar  now  goes  for  debt 
service.* 

To  carry  such  a  heavy  load  of  indebtedness  along  with  the  reg- 
ular functions  of  government  in  a  period  when  cotton  is  bringing 
five  cents  a  pound  and  tobacco  around  10  to  15  cents  a  pound  is 
ruinous.     Defaults  have  occurred.     More  will  probably  occur. 

Tt  is  easy  to  say  that  these  various  units  of  government  should 
not  have  plunged  into  debt  so  recklessly  during  the  past  five  or  ten 
years.  While  that  conclusion  is  obvious,  now  that  severe  depres- 
sion accompanied  by  drastic  deflation  is  upon  us,  how  many  voices 
were  raised  in  warning  when  the  borrowing  was  discussed?  And 
if  the  very  respectable  authorities  who  were  assuring  us  that  a  new 
era  had  dawned  and  that  the  business  cycle  was  a  thing  of  the 
past,  had  proved  to  be  true  prophets,  would  the  borrowing  policy 
have  been  a  mistake?  Or,  if  inflation  instead  of  deflation  were 
now  upon  us  would  it  not  have  been  commendable  to  borrow, 
rather  than  deplorable  ? 

One  causal  connection  between  our  heavy  debts  and  our  present 
deficits  lies  in  the  failure  to  plan  wisely  the  maturities  of  our  bonds. 
Sound  bond  financing  calls  for  the  retirement  of  all  bonds  before 

*  For  supporting  data  see  1930  Report  of  the  Tax  Commission,  pp.  231  IT. 
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the  life  of  the  improvement  for  which  they  were  issued  expires, 
and  for  lighter  principal  payments  in  the  earlier  years  when  interest 
charges  are  heaviest,  payments  on  principal  becoming  heavier  in 
later  years  as  interest  charges  decrease.  In  North  Carolina  our 
bond  issues,  generally  speaking,  meet  the  first  test  but  not  the 
second.  That  is,  the  life  of  our  bonds  is  less  than  the  expected 
life  of  the  improvements  for  which  they  were  issued,  but  the  matur- 
ities are  not  well  planned  with  reference  to  the  interest  charges. 
In  many  cases  the  combined  load  of  interest  and  principal  charges 
which  ought  to  be  fairly  uniform  over  the  period  of  life  of  the 
issue,  is  twice  as  heavy  in  the  early  as  in  the  later  years.  In  my 
own  city  of  Greensboro,  for  example,  the  debt  service  this  year 
calls  for  the  payment  of  $1,672,000.  Nine  years  hence  it  is  only 
about  half  as  much,  $865,000.  The  city  is  not  planning  in  the  near 
future  any  further  improvements  necessitating  bond  issues,  so  that 
our  present  debt  could  and  should  be  spread  evenly  over  the  next 
ten  to  fifteen  years.  Instead,  we  find  it  piled  high  during  this  and 
the  next  few  years,  while  it  drops  down  rapidly  after  five  or  six 
years.  Our  street  improvement  bonds,  which  are  being  retired  by 
special  assessments  levied  on  abutting  property,  are  serial  bonds, 
the  last  series  maturing  10  years  after  the  streets  were  paved  al- 
though with  reasonable  care  these  streets  should  easily  last  from 
20  to  40  years  and  the  state  law  authorizes  such  bonds  to  have  a 
life  up  to  15  years.  If  careful  planning  had  characterized  our 
bond  maturities,  our  present  burden  of  property  taxes  and  special 
assessments  could  be  lightened  about  25  per  cent,  a  very  appreciable 
relief  in  times  like  the  present.  To  be  sure  this  would  mean  higher 
levies  than  otherwise  10  to  15  years  from  now,  an  objectionable 
policy  if  we  are  headed  for  a  prolonged  fall  in  the  price  level,  but 
commendable  if  we  are  to  have  a  stable  value  of  the  dollar  or  a 
rising  price  level.     And  who  knows  ? 

One  final  suggestion  may  be  offered.  An  indirect  attack  on 
deficits  may  be  made  by  measures  designed  to  increase  the  net  in- 
comes of  our  people.  Taxes  may  be  said  to  be  heavy  or  light,  not 
according  to  some  absolute  standard  but  according  to  a  relative 
standard — how  much  of  the  net  income  of  the  taxpayer  is  absorbed 
in  taxes.  An  increase  in  net  incomes  would  lighten  the  tax  burden, 
even  though  taxes  per  se  remained  the  same.  Our  difficulty  in  the 
South  is  not  so  much  high  taxes  as  low  incomes.  This  is  evident 
from  the  large  number  of  properties  being  sold  for  non-payment  of 
taxes  where  the  taxes  amount  to  less  than  $100  a  year.  What  we 
especially  need  in  the  South  is  not  lower  taxes  but  higher  incomes. 
Since  inability  of  many  of  our  farmers  and  towns  people  to  pay 
even  small  amounts  of  taxes  is  helping  to  create  deficits,  we  need 
to  attack  the  causes  of  low  incomes.  Since  the  South  is  predomi- 
nantly agricultural,  this  means  that  the  greatest  need  is  a  revolution 
27 
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in  agrarian  practices.  This  is  not  to  overlook  the  importance  of 
manufacturing-  and  commerce  in  the  new  South,  hut  only  to  empha- 
size our  major  problem.  What  an  agricultural  revolution  involves 
in  shifting  from  present  crops  to  new  ones,  in  balancing  forestry 
against  agriculture,  in  the  development  of  processing  organizations 
such  as  creameries,  canneries,  and  meat-packing  plants,  in  the  im- 
portation of  capital  and  brains  to  accomplish  the  revolution,  and 
what  place  the  Xegro  will  have  in  the  new  scheme  of  things  are 
problems  for  others  than  taxation  men  to  deal  with.  However,  it 
is  apparent  that  a  reform  in  Southern  agriculture  presupposes,  and 
will  be  based  largely  upon,  a  rising  plane  of  education,  both  tech- 
nical and  cultural.  This  will  cost  money.  It  will  mean  increased 
taxation.  Far-sighted  leadership  in  the  South  will  strive  to  co- 
ordinate the  efforts  of  agricultural  technicians,  of  educators,  and 
of  public  officials  so  as  to  synchronize  developments  in  these  fields. 
In  summary,  I  have  tried  to  show  that  the  idea  of  a  budget  care- 
fully balanced  on  a  year-to-year  basis  runs  counter  to  the  hard 
facts  of  business  cycles;  that  in  years  of  acute  depression,  instead 
of  raising  tax  rates  to  offset  declining  revenues,  authorities  might 
leave  rates  unchanged,  accept  a  deficit,  and  clear  it  up  in  the  en- 
suing years  of  prosperity;  that  budgeting  may  reduce  the  likelihood 
or  the  magnitude  of  deficits  but  does  not  prevent  them  absolutely ; 
that  local  officials,  who  are  notoriously  reluctant  to  increase  prop- 
erty taxes,  need  the  bolstering  effect  of  state  laws  and  supervision, 
if  deficits  are  to  be  avoided  even  in  good  years;  that  failure  to 
carefully  plan  bond  maturities  with  reference  to  the  life  of  the  im- 
provement and  with  reference  to  the  burden  of  interest  charges, 
aggravates  the  deficit  problem;  and  finally,  that  our  deficits  may 
be  fruitfully  attacked  by  building  up  the  income  of  the  South  so 
that  taxpaying  power  shall  be  increased. 

EFFECTIVE  STATE  CONTROL  OF  LOCAL 
EXPENDITURES 

CLARENCE    HEER 

School  of  Economics  and  Commerce 

University  of  North  Carolina, 

Among  the  many  enviable  firsts  which  have  come  to  the  South  in 
recent  years  is  one  first  which  might  not  be  considered  enviable. 
During  the  last  ten  years  the  states  of  the  South,  more  especially 
those  of  the  Southeast,  have  led  the  entire  country  with  respect  to 
the  rapidity  of  increase  of  their  per  capita  state  and  local  tax 
burden.  Interesting  statistical  evidence  on  this  point  is  furnished 
by  a  recent  compilation  of  the  National  Industrial  Conference 
Board  which  gives  its  percentage  increase  in  the  per  capita  state 
and  local  tax  burden  of  each  state  of  the  Union   for  the  six-vear 
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period  between  1922  and  1928.  Of  the  twelve  states  which  experi- 
enced the  largest  percentage  growth  in  per  capita  tax  burdens  dur- 
ing this  period,  no  less  than  ten  were  located  in  the  South. 

This  fact  is  not  cited  as  evidence  that  governmental  agencies  in 
the  South  have  been  more  extravagant  than  governments  in  other 
sections  of  the  country.  Xor  is  it  put  forward  to  prove  that  the 
South  has  been  undertaking  to  supply  its  citizens  with  more  in  the 
way  of  governmental  services  than  it  can  wisely  afford.  Despite 
the  rapidity  with  which  its  tax  burden  has  expanded,  the  South's 
average  tax  load  per  capita  is  still  far  below  the  national  average. 

The  mercuric  rise  of  taxes  in  the  South  is  intimately  bound  up 
with  the  South's  industrial  expansion.  Industries  create  urban  cen- 
ters, and  urban  centers  require  streets  and  sidewalks,  water  and 
sewage  systems,  police  and  fire  protection,  and,  in  short,  involve  a 
considerably  higher  per  capita  overhead  of  governmental  costs  than 
is  required  in  non-urban  sections.  The  average  per  capita  local  tax 
burden  of  North  Carolina's  cities  and  towns,  for  instance,  is  over 
twice  as  great  as  the  corresponding  average  for  its  rural  areas. 

In  few  sections  of  the  country  has  the  process  of  urbanization 
made  swifter  strides  during  the  last  decade  than  in  certain  parts  of 
the  South.  The  average  increase  in  the  urban  population  of  the 
country  as  a  whole  between  1920  and  1930  was  27  per  cent.  A 
majority  of  the  southeastern  states  considerably  exceeded  this  aver- 
age. Florida's  urban  population,  for  instance,  increased  by  114  per 
cent;  North  Carolina's  by  65  per  cent;  Tennessee's  by  47  per  cent; 
and  Alabama's  by  46  per  cent.  The  fiscal  effects  of  urbanization 
have,  of  course,  extended  beyond  the  confines  of  cities.  This  is 
especially  apparent  in  the  field  of  education.  Farmers  have  wished 
to  equip  their  sons  for  creditable  places  in  the  new  industrial  order, 
and  they  have  demanded  at  least  an  approach  to  urban  standards  in 
the  quality  of  their  rural  schools. 

A  permanently  higher  overhead  of  governmental  costs  must  be 
accepted  as  one  of  the  inevitable  accompaniments  of  an  urban 
civilization.  This,  however,  does  not  make  the  resulting  increase 
in  taxes  any  easier  to  bear.  It  is  not  possible  to  expand  public 
expenditures  as  rapidly  as  they  have  been  expanding  in  most  south- 
ern communities  in  recent  years  without  imposing  severe  hardships 
on  certain  classes  of  taxpayers  and  bringing  into  bold  relief  the 
inherent  defects  and  weaknesses  of  existing  fiscal  systems.  In  the 
seven  years  between  1922  and  1929,  local  tax  collections  in  the  State 
of  Florida  increased  by  177  per  cent.  In  Mississippi  they  showed 
a  growth  of  86  per  cent  and  in  Xorth  Carolina  a  growth  of  81 
per  cent.  They  registered  a  rise  of  69  per  cent  in  Alabama.  67  per 
cent  in  Arkansas,  and  66  per  cent  in  Virginia,  and  64  per  cent  in 
South  Carolina.* 

*  National  Industrial  Conference  Board,  Cost  of  Government  in  the  United 
States,  TQ28-2q. 
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Even  had  the  late  era  of  prosperity  continued  without  interrup- 
tion, it  would  not  have  been  easy  for  the  South  to  adjust  its  tax 
systems  and  machinery  of  financial  administration  to  meet  the  re- 
quirements of  its  new  economic  status.  The  present  depression  has 
of  course  vastly  accentuated  the  difficulties.  It  has,  in  fact,  placed 
many  municipalities  in  somewhat  the  same  predicament  in  which  a 
manufacturer  would  now  find  himself  if  he  had  enlarged  his  plant 
on  borrowed  money  just  before  the  crash. 

Nevertheless,  the  depression  bids  fair  to  yield  some  good.  Under 
the  painful  necessity  of  paying  prosperity  taxes  out  of  depression 
incomes,  the  taxpayers  of  the  South  have  begun  to  view  the  work- 
ings of  their  governments  with  a  cold  and  critical  eye.  Tax  re- 
duction has  become  the  dominant  issue  in  both  state  and  local 
politics,  and  numerous  commissions  and  staffs  of  experts  have  been 
set  to  work  to  devise  ways  and  means  of  accomplishing  this  result. 
Some  of  these  bodies  have  confined  their  activities  to  the  perennial 
treasure  hunt  for  new  and  untaxed  sources  of  revenue.  Other 
groups  of  investigators  have  dared  to  probe  more  deeply  and  have 
directed  their  consideration  to  questions  of  governmental  organiza- 
tion and  to  methods  of  securing  greater  efficiency  in  public  ex- 
penditure. 

These  latter  investigators  are  telling  us  in  their  reports  that  the 
only  possible  way  to  reduce  taxes  is  to  reduce  the  volume  of  public 
spending.  They  point  out  that  local  government  offers  a  most 
fruitful  field  for  efforts  in  this  direction  since  local  governments 
are  responsible  for  about  three-quarters  of  all  state  and  local  ex- 
penditure. They  tell  us,  further,  that  local  government  as  at 
present  organized  and  manned  is  incapable  of  performing,  in  an 
economical  way.  many  of  the  tasks  entrusted  to  it.  We  are  in- 
formed, for  instance,  that  the  territorial  basis  of  rural  local  gov- 
ernment is,  as  regards  many  functions,  too  small  for  the  efficient 
employment  of  modern  operating  and  administrative  techniques, 
that  certain  traditionally  local  functions  might  be  performed  more 
economically  by  the  state,  and  that  considerable  savings  might  be 
effected  if  other  functions  were  administered  on  the  basis  of  special 
districts  which  disregard  existing  political  lines.  As  regards  in- 
ternal organization,  it  is  pointed  out  that  local  government  lacks 
central  direction.  There  is  too  much  diffusion  and  overlapping  of 
administrative  responsibility  among  boards,  commissions,  and  inde- 
pendently elected  officials.  As  regards  personnel,  we  are  told  that 
local  government  suffers  overmuch  from  untrained  and  part-time 
officials.  The  magnitude  and  intricacy  of  modern  governmental 
tasks,  it  is  said,  require  that  activities  and  administrative  areas  be 
so  consolidated  as  to  permit  the  employment  of  full-time  experts, 
preferably  individuals  whose  professional  qualifications  have  been 
passed  upon  by  a  competent  authority. 
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It  would  not  be  possible  to  review  here  the  complete  list  of  criti- 
cisms which  investigators  are  leveling  at  contemporary  local  gov- 
ernment and  all  of  its  works.  The  list  is  sufficiently  lengthy  to  fill 
the  pages  of  fairly  thick  reports.  The  present  discussion  deals  with 
a  particular  stricture,  which  has  not  as  yet  been  mentioned,  namely, 
that  local  governments  have  been  conspicuously  remiss  in  tbe  matter 
of  setting  up  certain  administrative  machinery  and  in  observing 
certain  standard  routines  and  principles  which  experience  has  shown 
to  be  absolutely  essential  to  tbe  effective  control  of  public  expen- 
ditures. 

The  particular  arrangements  and  procedures  to  which  reference 
is  made  are  perfectly  familiar  to  all  students  of  public  administra- 
tion. They  include  the  making  of  budgets,  and  what  is  perhaps 
more  important,  the  setting  up  of  machinery  for  insuring  effective 
budgetary  control.  They  include  such  devices  as  centralized  ac- 
counting, independent  audits,  and  adequate  financial  reports  at 
periodic  intervals.  For  certain  functions,  they  involve  an  applica- 
tion of  the  methods  of  cost  accounting  and  the  development  stand- 
ards against  which  the  adequacy  of  services  and  the  reasonableness 
of  costs  may  be  checked.  Last,  but  not  least,  they  involve  the  strict 
observance  of  certain  elementary  principles  of  sound  finance.  These 
principles  include  such  axiomatic  propositions  as  the  following: 
that  budgets  be  balanced,  that  tax  levies  be  sufficient  to  meet  in- 
terest and  amortization  charges  on  funded  debt,  that  the  terms  of 
bonds  be  limited  to  the  economic  life  of  the  improvement  which 
they  represent,  that  tax  anticipation  notes  be  not  in  excess  of  the 
probable  future  revenue  collections  and  that  provision  be  made  for 
their  automatic  retirement,  that  public  funds  on  deposit  in  banks  be 
adequately  safeguarded,  and  that  financial  officials  be  properly 
bonded. 

It  is  a  notorious  fact  that  very  few  local  governments  make  any 
extensive  use  of  the  technique  of  expenditure  control  which  has 
just  been  outlined.  This  may  be  due  to  unwillingness.  It  is  more 
probably  due  to  inexperience  and  lack  of  knowledge  on  the  part  of 
local  governing  bodies  and  administrative  officials.  All  states  have 
enacted  mandatory  legislation  designed  to  compel  the  local  govern- 
ments within  their  jurisdictions  to  observe  certain  sound  financial 
principles  and  practices.  In  the  absence  of  any  practical  method 
of  enforcement,  these  enactments  have,  on  the  whole,  not  been  taken 
very  seriously  by  local  officials  and  their  letter  as  well  as  their  spirit 
has  frequently  been  violated.  In  view  of  this  situation,  there  is  a 
growing  feeling  that  state  control  over  local  governmental  finances 
should  be  made  more  effective.  This  feeling  is  being  embodied  in 
the  demand  that  state  legislatures  should  not  only  pass  mandatory 
legislation  requiring  the  adoption  of  approved  systems  of  expendi- 
ture control   and  the  observance  of  at  least  the   fundamentals   of 
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sound  financial  practice,  but  that  they  should  also  provide  for  state* 
administrative  agencies  whose  function  it  shall  be  to  aim  and  advise 
local  officials  in  the  installation  of  the  prescribed  systems  and 
methods  as  well  as  to  exercise  such  administrative  supervision  over 
local  governmental  finances  as  is  necessary  to  secure  obedience  to 
legislative  mandates. 

For  an  exposition  of  the  salient  features  of  a  well-rounded  plan 
of  state  administrative  control  over  local  finances,  I  refer  you  to 
two  reports  on  the  organization  and  administration  of  state  and 
county  government  in  North  Carolina  which  were  recently  prepared 
by  The  Brookings  Institution  of  Washington,  D.  C,  at  the  request 
of  Governor  O.  Max  Gardner.  The  recommendations  of  the  Brook- 
ings report  imply  the  existence  of  statutes  which  make  it  mandatory 
on  all  local  governments  to  adopt  certain  prescribed  forms  of  finan- 
cial organization  and  procedure  and  to  observe  certain  specified 
minimums  of  sound  financial  practice.  Their  purpose  is  to  provide 
administrative  machinery  which  will  make  legislation  of  this  kind 
effective. 

The  Brookings  plan  provides,  in  brief,  for  the  creation  of  a  State 
Department  of  Local  Government  Finance  to  be  headed  by  a  com- 
missioner appointed  by  the  Governor.  The  commissioner  is  to  be 
advised  on  questions  of  policy  by  a  Local  Government  Advisory 
Council  consisting  of  seven  members.  One  of  these  is  to  be  the 
State  Treasurer.  The  others  are  to  be  appointed  by  the  Governor 
from  the  ranks  of  local  government  officials. 

The  proposed  Department  of  Local  Government  Finance  is  in- 
tended to  serve  as  more  than  a  mere  policeman.  It  is  charged  with 
the  duty  of  advising  and  assisting  county,  city.  town,  and  village 
officers  in  their  financial  and  accounting  work.  It  is  expected  to 
make  investigations  and  studies  directed  toward  the  improvement 
of  local  fiscal  administration,  and  it  must  pass  on  the  qualifications 
of  candidates  for  certain  local  offices.  It  has,  however,  important 
functions  of  a  supervisory  nature.  The  basic  machinery  through 
which  this  supervision  is  to  be  exercised  is  supplied  by  a  provision 
which  vests  in  the  department  the  authority  to  devise,  install,  and 
enforce  uniform  systems  of  budgeting,  uniform  systems  of  central- 
ized accounting  and  uniform  systems  of  financial  reporting.  The 
supervising  functions  themselves  may  be  summarized  under  four 
general  heads,  review  of  budgets,  periodic  inspections  and  audits, 
periodic  financial  reports,  and  supervision  over  indebtedness. 

It  is  proposed  that  certified  copies  of  all  county  and  municipal 
budgets  be  filed  with  the  Department  of  Local  Government  Finance 
immediately  after  their  enactment  and  before  the  adoption  and  fix- 
ing of  local  tax  rates.  The  department  is  empowered  to  examine 
these  budgets  for  the  purpose  of  determining  whether  all  legal  re- 
quirements relating  to  budget  formulation  have  been  met.     If  the 
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department  finds  that  a  budget  fails  to  keep  appropriations  within 
the  limits  of  prospective  revenues  or  fails  to  make  due  provision 
for  meeting  all  legal  liabilities  and  obligations,  as  for  instance,  sink- 
ing fund  and  interest  requirements,  it  is  authorized  to  revise  the 
budget  so  as  to  provide  for  the  meeting  of  these  requirements.  In 
making  such  revisions,  it  is  empowered  to  reduce  or  eliminate  items 
of  appropriations  so  as  to  bring  the  total  of  appropriations  within 
the  available  revenue.  The  budget  as  amended  is  to  be  returned 
to  the  governing  body  of  the  locality  together  with  a  notification  to 
the  local  accountant  or  comptroller  that  he  is  to  be  governed  by  the 
revised  budget  in  the  validation  of  warrants. 

The  proposed  Department  of  Local  Government  Finance  is 
charged  with  the  duty  of  making  periodic  or  special  audits  of 
county  and  municipal  accounts  for  which  purpose  it  is  to  be  pro- 
vided with  a  staff  of  auditors.  Upon  discovery  of  violations  of 
law,  the  Commissioner  is  required  to  serve  notice  on  the  responsible 
local  official  to  correct  the  condition  promptly.  If  this  notice  is 
disregarded,  the  Commissioner  is  directed  to  request  the  Attorney 
General  to  institute  legal  proceedings  against  the  offending  officer. 
As  a  further  assurance  that  the  provisions  of  law  governing  local 
financial  affairs  be  duly  observed,  it  is  recommended  that  the  Gov- 
ernor be  empowered  to  remove  from  office  any  county  or  municipal 
financial  officer  found  guilty  of  malfeasance  in  office  or  of  deliberate 
neglect  to  comply  with  the  provisions  of  law  governing  the  manner 
of  discharge  of  his  duties. 

One  of  the  duties  of  the  State  Department  of  Local  Government 
Finance  is  to  publish  an  annual  report  covering  the  financial  opera- 
tions of  all  counties,  cities,  towns  and  villages.  For  this  purpose, 
local  governments  are  to  be  required  to  file  with  the  department 
periodic  reports  on  prescribed  forms. 

It  is  in  the  matter  of  supervision  over  local  indebtedness  that  the 
powers  recommended  for  the  new  department  are  most  extensive. 
The  creation  of  all  local  indebtedness,  including  short-term  borrow- 
ing, is  subject  to  the  approval  of  the  department.  In  addition,  the 
department  is  vested  with  the  duty  of  marketing  all  county  debt 
offerings  and  attending  to  the  payment  of  interest  and  to  the  re- 
demption of  principal  of  such  indebtedness.  In  order  to  enable  it 
to  discharge  these  latter  duties,  it  is  given  the  power  to  supervise 
sinking-fund  operations  and  to  amend  local  budgets  where  insuffi- 
cient provision  has  been  made  for  interest  and  sinking-fund  re- 
quirements. 

The  recommendations  of  the  Brookings  report  have  been  de- 
scribed in  considerable  detail,  not  because  they  are  new,  but  because 
they  bring  together  in  a  single  plan  many  individual  features  of 
state  administrative  control  which  have  been  in  effect  in  one  state 
or  another  for  a  fairly  long  time.     The  North  Carolina  prototype 
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of  the  proposed  State  Department  of  Local  Government  Finance  is 
the  County  Government  Advisory  Commission  which  was  created 
in  1927.  The  last  North  Carolina  legislature  substituted  for  this 
body  a  Local  Government  Finance  Commission  whose  extensive 
powers  and  duties  have  already  been  outlined  by  Commissioner 
of  Revenue  Maxwell.  In  a  number  of  states  of  the  Union  certain 
of  the  powers  and  duties  which  have  been  recommended  for  the 
proposed  State  Department  of  Local  Government  Finance  are  now 
being  exercised  by  state  tax  commissions,  state  budget  directors, 
state  comptrollers,  state  sinking-fund  commissions  and  similar 
agencies  and  officials. 

Uniform  budgets  for  all  or  for  specified  classes  of  local  govern- 
ments are  now  mandatory  in  at  least  ten  states  of  the  Union. 
Several  states,  including  Indiana,  New  York  and  Ohio,  prescribe 
uniform  municipal  accounts.  In  others  a  central  state  agency  is 
authorized  to  devise  uniform  accounting  systems  and  to  aid  in  their 
installation,  although  the  adoption  of  such  systems  is  not  made 
mandatory.  Uniform  financial  reports  are  required  annually  in  at 
least  six  states.  State  administrative  review  of  local  budgets  is 
now  provided  for  under  various  conditions  and  limitations  in  half 
a  dozen  states,  the  best  known  example  of  such  administrative 
review  being  the  much-discussed  "  Indiana  Plan."  Provisions  for 
the  auditing  of  local  government  accounts  by  central  state  agencies 
are  exceedingly  common.  In  many  states,  however,  such  audits  are 
confined  to  certain  kinds  of  accounts  or  are  made  only  at  the  re- 
quest of  local  authorities  or  interested  taxpayers.  Fully  a  score  of 
states  attempt  to  exercise  some  degree  of  administrative  supervision 
over  local  indebtedness,  at  least  to  the  extent  of  requiring  reports 
covering  its  nature  and  amount.  In  only  a  few  states,  however,  is 
this  supervision  as  extensive  as  that  proposed  in  the  Brookings 
report. 

The  machinery  of  state  administrative  control  over  local  expen- 
diture is  only  a  means  to  an  end  and,  if  the  people  as  a  whole  do 
not  approve  of  that  end  or  do  not  understand  it,  it  is  extremely 
unlikely  that  the  machinery  will  function  effectively.  In  this  con- 
nection it  is  necessary  to  face  the  fact  that  the  setting  up  of  state 
agencies  to  supervise  and  control  the  financial  affairs  of  local 
political  units  is  regarded  in  some  quarters  with  grave  suspicion. 
In  the  minds  of  many,  such  agencies  are  conceived  of  as  a  special 
invention  for  the  benefit  of  large  taxpayers  who,  despairing  of 
reducing  their  taxes  through  the  regular  channels  provided  for  in 
a  democracy,  seek  to  attain  their  ends  through  the  creation  of  a 
dictatorship.  This  conception  might  have  some  justification  if  state 
supervisory  agencies  are  to  be  policy-forming  as  well  as  adminis- 
trative bodies.  As  long,  however,  as  their  powers  are  limited  to 
the   administration   and   enforcement   of   specific   legislative   enact- 
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ments  it  is  difficult  to  see  in  what  respect  they  conflict  with  demo- 
cratic ideals. 

State  control  over  local  expenditures  is  no  new  development  in 
the  United  States.  It  is  as  old  as  local  government  itself.  The 
trouble  with  most  of  the  controls  which  it  was  attempted  to  exer- 
cise in  the  past  was  that  they  were  purely  legislative.  It  was 
attempted  to  control  local  expenditures  through  tax  and  debt  limi- 
tations and  through  special  local  acts,  the  latter  type  of  legislation 
often  emasculating  and  defeating  the  former.  If  our  unfortunate 
experience  with  tax  and  debt  limitations  teaches  anything,  it  is  that 
legislation  alone  is  not  sufficient.  Effective  state  control  of  local 
expenditures  requires  not  only  appropriate  legislation  but  also  a 
central  supervisory  body  to  act  as  an  advisor  and  enforcing  agent. 


ATTENDANCE  AT  THE  TWENTY-FOURTH 
ANNUAL  CONFERENCE 


Backus,  R.  C. 
Butler,  S.  R. 
Knight,  C.  K. 
Macon,  H.  L. 
Rauber,  E.  L. 


Hughes,  E.  A. 
Hughes,  Mrs.  E.  A. 
Wanslee,  J.  C. 


Childers,  W.  H. 
Childers,  Mrs.  W.  H. 
Martineau,  Mrs.  Thelma 
Nickerson,  N.  A. 


Ellsworth,  Yon  T. 

Ellsworth,  Mrs.  Von  T. 
Gentry,  W.  H.  H. 
Johnson,   Milbank 

Johnson,   Mrs.   Milbank 
Linney,   Hart  H. 
Morosco,  A.  H. 

Mussatti,  James 

Musatti,   Mrs.   James 
Pierce,  Dixwell   L. 
Stewart,   Fred  E. 
Thompson,  C.  C. 
Vandegrift.   Rolland  A. 


ALABAMA 

Public  Utilities  Birmingham 

Chrm.,  State  Tax  Commission    '  Montgomery 

University  of  Alabama  Tuscaloosa 

Alabama   Poly.  Institute  Auburn 

Alabama   Poly.   Institute  Auburn 

ARIZOXA 

Member,  State  Tax  Commission  Phoenix 

521  West  Holly  Street  Phoenix 

Inheritance  Tax  Commissioner  Phoenix 

ARKANSAS 

Chrm.,  State  Tax  Commission  Little   Rock 

Little   Rock 

Clerk,  Ark.  Tax  Commission  Little   Rock 
Tax  Agt.  Chicago,  Rock  Island 

&  Pacific  Ry.  Co.  Little   Rock 

CALIFORNIA 

Tax  Advisor,  Calif.  Farm  Fed. 

Bureau  Berkeley 

2388  Vine  Street  Berkeley 

Inheritance  Tax  Attorney  Sacramento 
Chairman,  Board  of  California 

Taxpayers'  Association  Los  Angeles 
600  Burleigh  Drive  Pasadena 
Deputy  Attorney  General  San  Francisco 
Tax  Counselor,  California  Tax- 
payers' Association  Los  Angeles 
Executive  Secretary,  California 

Taxpayers'  Association  Los  Angeles 

775  Subway  Terminal  Los  Angeles 

Sec'y,  St.   Brd.  Equalization  Sacramento 

Member,  St.   Brd.  Equalization  Sacramento 

United  Air   Lines  Oakland 

Director  of  Finance  Sacramento 


Clark,  W.  N. 
Morgan,  E.  B. 
Morgan,   Mrs.   E.  B. 
Spalding,  George 
Spalding,  Mrs.  Geo. 


COLORADO 

Public  Utilities 

Chrm.  Colo.  State  Tax  Com. 

Mt.  Sts.  Tel.  &  Tel.  Company 
2219  Clermont  Street 

(426) 


Pueblo 
Denver 
Denver 
Denver 
Denver 


ATTENDANCE  AT  TWENTY-FOURTH  CONFERENCE      42/ 


Adams,  T.  S. 
Connelly,  W.  F. 
Fairchild,  Fred  R. 

Knapp,    Farwell 


Daugherty,  M.  M. 

Daugherty,  Mrs.   M.  M. 

Montaigne,  Gerald 

Montaigne,  Mrs.   Gerald 


CONNECTICUT 

IIS  Everet  Street 

City  Tax  Commissioner 

Professor  Economics,  Yale 

University 
Assistant  Tax   Commissioner 

DELAWARE 
Taxation  Research,  University 
of  Delaware 

Ass't  State  Tax  Commissioner 


Alvord,  E.  C. 
Bardroff,  John  T. 

Barton,  W.   E. 
Begos,   Marv   M. 
Carroll,   M.'B. 


Clark,  G.  G. 
Colladay,  E.  F. 
Coleman,  F.  J. 
Eby,  Robert  J. 
Eby.   Mrs.   R.  J. 
Englnnd,  Eric 

MacLeod,  D.  R. 
Manning,  R.  E. 
Meighan,  John   M. 

Miller,  John  F. 
Moore,  Blaine  F. 
Morrow,  Henry  B. 
Paid,   A.   Harding 
Paul,   Mrs.   A.  Hardinj 
Richards.  Win.   P. 


Richards,   Mrs.  Wm.  P. 
Wallace,  W.  H. 
Wallace,   Mrs.  W.  H. 


Anderson,   Mrs.   Bessie 
Allen,  Ivan  E. 
Arkwright,  Preston   S. 
Aughtmon,  Marie  B. 
Avery,  Pat 
Bass,  Carrie  Lee 
Beman,  H.  D. 
Bennett,  Annie  Mae 
Biggs,   Mrs.  Gladys 


DISTRICT  OF  COLUMBIA 

Attorney,  Shoreham  Bldg. 

Member,  Board  of  Assessors, 
Dist.  Bldg. 

Attorney,  Investment  Bldg. 

Federal  Farm  Board 

Director  of  Study  of  Alloca- 
tion Methods  for  Fiscal  Com- 
mittee, League  of  Nations 

U.  S.  Bureau  of  Public  Roads 

Attorney,  1331  G  Street,  N.  W. 

Editor,  620  A  Street,  N.  E. 

Attorney,  C.  &  P.  Tel.  Co. 

Asst.   Chief,   Bureau   of  Agri. 

Econ.,   U.  S.  Dept.  of  Agri. 
Munsey  Building 
Library  of  Congress 
Sec.  Mgr.,  Natl.  Assn.  of  Motor 

Bus  Operators 
Tax  Editor,  U.  S.  Daily 
3625   16th  St.,  N.  W. 
Attorney,   133 1   G   St.,  N.  W. 
Tax  Counsellor 
4908  Rockwood  Park 
Assessor,  Dist.  of  Columbia, 

1457  Harvard  Street 


Attorney,  133 1  G  St..  N.  W. 
3000  Connecticut  Ave. 

GEORGIA 

St.  Tax  Commission  Employee 
Office  Furniture  and  Supplies 
President,  Georgia  Power  Co. 
Secretary  to  City  Controller 
First  National  Bank 
St.  Tax  Commission  Employee 
Richmond  County  Commissioner 
State  Tax  Commission 
Standard   Sanitarv   Mfg.  Co. 


New  Haven 
Bridgeport 

New  Haven 
Hartford 


Newark 
Newark 
Wilmington 
Wilmington 


Washington 

Washington 
Washington 
Washington 


Washington 

Washington 
Washington 
Washington 
Washington 
Washington 

Washington 
Washington 
Washington 

Washington 
Washington 
Washington 
Washington 
Washington 
Washington 

Washington 
Washington 
Washington 
Washington 


Atlanta 

Atlanta 

Atlanta 

Atlanta 

Atlanta 

Atlanta 

Augusta 

Atlanta 

Atlanta 


428 


NATIONAL  TAX  ASSOCIATION 


Bolton,  J.  D. 
Bradshaw,   Sarah 
Brown,  George  W. 

Bryan,   Prof.    M.   H. 

Campbell,   L.  E. 
Candler,  William 
Carter,  W.  J. 

Cohen,  Major  J.  S. 
Conger,   L.  W. 

Cunningham,   T.    M. 
Daniel,  Mrs.  A.  L. 
Dsvis,  S.  J. 
DeLoach,  Ralph 
DtVane,  T.  G. 
Doyal,  Paul  H. 
Dunagin,  Geo.  A. 
Dunn,  Mrs.  Wm.  P. 

Edmondson,  John   L. 
Fambrough,  S.  W. 
Forbes,  T.   M. 

Forbes,  Mrs.  T.  M. 

Forbes,  Mrs.  Walter 
Glenn,  T.  K. 
Gregg,  Robert 

Hall,  B.  H. 
Hall,  Dr.  S.  W. 
Hatton,   Lovejoy 
Hendrix,  Walter 
Henson,  Mrs. 
Hixon,  H.  A. 
Houser,   Fred. 
Hcuser,  Mrs.  Fred. 
Howell.  Clark,  Sr. 
Jimwright,  Daisy 
Johnson,  Dr.  Edgar  H. 

Johnson,   Mrs.  Thomas 
Jones,  Robert  P. 
kieffer,  John  B. 

Lalley,  Walter  R. 
Lankford,  George 
LeCraw,   Roy 
Lemon,   Mrs.  Asa  A. 
Lewis,  Carl 

Lewis,  Mrs.  Carl 
Lyle,   Edward 


Dept.  of  Audits,  State  Capitol  Atlanta 

13S0  Piedmont  Ave.,  X.  E.  Atlanta 
Income  Tax  Dept.,  State  Tax 

Commission  Atlanta 
Professor  Economics,  Univ.  of 

Georgia  Athens 

Emory   University  Atlanta 

Pres.,  Atlanta-Biltmore   Hotel  Atlanta 
Accounting,   1306  Citizens  & 

Sou.  Bank  Bldg.  Atlanta 

Editor,  Atlanta  Journal  Atlanta 
Printer  (also  with  Chamber  of 

Commerce)  Atlanta 

C.  of  Georgia  Ry.  Savannah 

St.  Tax  Commission  Employee  Atlanta 

Student,  Emory  University  Atlanta 

Fulton  National  Bank  Atlanta 

Agt.,  L.  &  N.  R.  R.  Atlanta 

State  Tax  Commissioner  Atlanta 

1032  W.  Peachtree  Street  Atlanta 
Chrm.,   Ladies   Reception  Com. 

X.  T.  A.  Atlanta 

Coca  Cola  Co.  Atlanta 

St.  Tax  Commission  Employee  Atlanta 
Secy.  Georgia  Cotton  Mfgs. 

Association  Atlanta 
Member,   Ladies  Reception 

Com.  N.  T.  A.  Atlanta 

2849  Peachtree  Rd.  Atlanta 

President,  First  Natl.  Bank  Atlanta 
Atlantic  Steel  Co. ;  Member, 

Georgia  Mfgs.  Assn.  Atlanta 

Pass.  Agt.,  N.  C.  &  St.  L.  Ry.  Atlanta 

Dentist — 1525  Gardon  Street  Atlanta 

President,  Georgia  Bar  Assn.  LaGrange 

Chrm.,   Fulton  County  Com'rs  Atlanta 

St.  Tax  Commission  Employee  Atlanta 

Treasury  Dept.,  State  of  Ga.  Atlanta 

Convention  Bureau,  C.  of  C.  Atlanta 

Member,  Ladies  Com.  N.  T.  A.  Atlanta 

Editor,  Atlanta   Constitution  Atlanta 

St.  Tax  Commission  Employee  Atlanta 
Professor  of   Economics, 

Emory  University  Atlanta 

Member,   Ladies  Com.  N.  T.  A.  Atlanta 

Attorney  Atlanta 
State  Tax  Commission,  Income 

Division  Atlanta 

P.  O.  Box  7,  Station  C  Atlanta 

State  Tax  Commissioner's  Office  Atlanta 

Pres.,  Atl.  C.  of  Commerce  Atlanta 

McDonough 
Yice-Pres.,  Citizens  &  Sou. 

Natl.  Bank  Atlanta 

Member,  Ladies'  Reception  Com.  Atlanta 
1  72 1   Hurt  Bldg.   (Southern 

Bell  Tel.  Co.)  Atlanta 


ATTENDANCE  AT  TWENTY-FOURTH  CONFERENCE      429 


Lvle,  Mrs.  Edward 
Mann,  W.  B. 
Matheson,  R.  E. 
Maxwell,  A.  G. 

Maxwell,  Mrs.  A.  G. 

McConnell,   Lincoln 
Mebane,  Mrs.  W.  B. 
Millican,  G.   Everett 
Mitchell,  H.  C. 
Morton,  S.  P. 
Murphy,  J.  C. 
Nabors,  P.  H. 
Neeson,  A.  H. 
Nevin,  J.  B. 
Norman,  R.  C. 
Norman,  Mrs.  R.  C. 
Norman,  Miss  Claudia 
Park,  Orville  A. 
Pr.xon,  F.  J. 

Radford,  Lee  S. 
Rambo,  Mrs.  R.  K. 
Ranson,  Ronald 

Reynolds,  Frank  H. 
Richardson,  Al.  B. 
Richardson,   Mrs.  Alonzo 
Richardson,  Cornelia 

Rose,  J.  T. 
Rover,  William  C. 

Russell,  Richard  B.,  Jr. 
Sims,  M.  M. 
Smith,  E.  E. 
Smith,  John  A. 
Smith,  Marion 
Stanley,  W.  L. 
Stevenson,  Mrs.  Wellington 
Stewart,  W.  B. 

Stribline,   Mrs.  W.  W. 
Swift,  H.  H. 
Watson,  James   L. 

West,  B.  Graham 
Wilensky,  Harry 
Williams,  L.  A. 
Wimberly.  Mrs.   Ruby 
Wisdom,  Tom 
Wright,  J.  M. 
Young,  Mrs.  Lane 
Yundt.  George 


Member,  Ladies'  Reception  Com. 

1 136  Oxford  Road,  N.  E. 

Commissioner  of  Revenue 

Yice-Pres.,  Citizens.  &  Sou. 
Natl.  Bank. 

Chairman,  Ladies'  Entertain- 
ment Committee  N.  T.  A. 

City  Bank  &  Trust  Co. 

205  Fourth  Ave. 

Mayor  pro  tern.  Atlanta 

Auditor,  State  Tax  Commission 

Tax  Dept.,  Sou.  Bell  Tel.  Co. 

Lawyer — Member  City  Council 

Georgia  Power  Co. 

State  Tax  Commission  Office 

Editor,  Atlanta  Georgian 

Attorney 

Chrm.,  Ladies  Reception  Com. 

Legislator — Attorney 

Dept.  Store — President,  Atlanta 

Conv.  Bureau 
Auditor,  State  Tax  Commission 
Member,  Ladies'  Reception  Com. 
Fulton  Natl.  Bank — President. 

Georgia  Bankers'  Assn. 
Member  City  Council 
Reporter,  Atlanta  Georgian 
Member,  Ladies'  Reception  Com. 
Secy,  to  Georgia  State  Tax 

Commissioner 
U.  S.  Collector  Internal  Rev. 
Yice-Pres.,   Atlanta-Biltmore 

Hotel 
Governor  of  Georgia 
Auditor,  Tax  Commission  Office 
Rep.,  S.  E.  Passenger  Assn. 

Lawyer 

Vice-Pres.,  S.  A.  L.  Ry. 
Member,  Ladies'  Reception  Com. 
Real  Estate — Member,  Fulton 

Co.  Com. 
St.  Tax  Commissioner's  Office 

Corp.  Trust  Co.,  11 15  Healv 

Bldg. 
City  Controller 
Reporter,  Atlanta  Journal 
D.  P.  A.  Penn.  R.  R. 
State  Tax  Commissioner's  Office 
State  Auditor 

Professor.  Agnes  Scott  College 
Member  Reception  Committee 
Treas.,  Southern  Bell  Tel.  Co. 


Atlanta 
Atlanta 
Atlanta 

Atlanta 

Atlanta 

Macoi; 

Rome 

Atlanta 

Atlanta 

Atlanta 

Atlanta 

Atlanta 

Atlanta 

Atlanta 

Washington 

Washington 

Washington 

Macon 

Atlanta 
Atlanta 
Atlanta 

Atlanta 
Atlanta 
Atlanta 
Atlanta 

Atlanta 
Atlanta 

Atlanta 

Atlanta 

Atlanta 

Atlanta 

Talbottom 

Atlanta 

Atlanta 

Decatur 

Atlanta 
Atlanta 
Columbus 

Atlanta 
Atlanta 
Atlanta 
Atlanta 
Atlanta 
Atlanta 
Decatur 
Atlanta 
Atlanta 


430 


NATIONAL  TAX  ASSOCIATION 


Boggs,  Harry  B.,  Jr. 
Boggs,  .Mrs.  Harry  B.,  Jr. 
Gushing,   Royal   B. 
Feldman,  M.  J. 
<  Iroves,  Dr.   J.  I. 
II  irks,  II.  S. 
Hicks,  Margaret 
Hunter,   M.   H. 

Hunter,  Mrs.  M.  H. 
Leland,  Simeon  E. 

Nelson,  C.  G. 

Simpson,  Herbert  D. 

Simpson.  Mrs.  Herbert  D. 
Tunell,  George 


ILLINOIS 

Armour  &  Co.  Chicago 

2231  Last  67th  St.  Chicago 

Attorney,  208  S.  LaSalle  St.  Chicago 

Attorney  Chicago 

2< 17  \\  .  Washington  St.  Champaign 
Chief  Clerk,  111.  Tax  Commission    Rockford 

Rorkford 
Professor  Public  Finance, 

Univ.  of  Illinois  Urbana 

608  Penna.  Ave.  Urbana 
Professor  of  Economics, 

University  of  Chicago  Chicago 
Tax  Com'r,  Central  Pub. 

Service  Corp.  Chicago 
Professor  of  Economics, 

Northwestern   University  Evanston 

3044  Central  St.  Evanston 

923  Ry.  Exchange  Chicago 


Beckett,  Joe  R. 
Feightner,   H.  C. 
Greene,  James 
Greene,  Mrs.  James 
Hoffman,  J.  Clyde 


Hough,  William  A. 
Hough,  Mrs.  W.  A. 
Miesse,  Harry 
Miesse,  Mrs.  Harry 
Sho  waiter,  James 

Tavlor,  Lewis 
Tillman,  T.  P. 
Tillman,  Mrs.  T.  P. 
Todd,  Nelson  K. 
Todd,  Mrs.  Nelson  K. 
Ullum,  C.   B. 

Wolfard,   Pliney 

Wolfard,  Mrs.  Pliney 
Zoercher,   Philip 

Zoercher,  Mrs.  Philip 


INDIANA 

Atty.,  303  Peoples  Bank  Bldg. 
Reporter,  The  News 
Studebaker  Corporation 

Chrm.,  Indv  Tax  Survey  Com. ; 

Attorney  ;   State  Senator  ; 

700  Fletcher  Bldg. 
607  W.  Main  St. 
607  W.  Main  St. 
Secy,,  Ind.  Taxpayers'  Assn. 
314  Hume-Mausur  Bldg. 
Chairman,  State  Board  of  Tax 

Commissioners 
Indiana  Farm  Bureau 
Attorney 

Attorney,  2004  N.  Anthony   St. 
2004  N.  Anthony  St. 
Inheritance  Tax  A  dm., 

231  State  House 
Member,  State  Board     Tax 

Commissioners 

Member,  State  Board    Tax 

Commissioners 
68  Whittier  Place 


Indianapolis 
Indianapolis 
South  Bend 
South  Bend 


Indianapolis 

Greenfield 

Greenfield 

Indianapolis 

Indianapolis 

Indianapolis 
Indianapolis 
Indianapolis 
Indianapolis 
Fort  Wayne 
Fort  Wayne 

Indianapolis 

Indianapolis 

Indianapolis 

Indianapolis 
Indianapolis 


Cook,   Louis  H. 

Fowler,   Rex 
Revnolds,  J.  W. 
Reynolds,  Mrs.  J.  W. 


IOWA 

Member,  State  Board  Assess- 
ment and  Review 
Attorney 
Chrm.,  Iowa  Tax  Commission 


Des  Moines 
Des  Moines 
Des  Moines 
Des  Moines 


ATTENDANCE  AT  TWENTY-FOURTH  CONFERENCE      431 


Jensen,  Jens  P. 

Jensen,  Mrs.  Jens  P. 
Oglevie,  Lester  W. 
Oglevie,   Mrs.   L.   W. 
Smith,  Clarence 
Smith,  Mrs.  Clarence 


Martin,  Prof.  James  W. 
Martin,  Mrs.  James  W. 


James,  Trenton 
Knott,  R.  B. 

Knott.   Mrs.  R.   B. 
Moss,  Lucius  L. 
Murrell,   E.  S. 
Richardson,  John   B. 


KANSAS 

Professor  of  Economics. 
University  of  Kansas 

Agriculture 

Tax  Advisor,  Kansas  Tax  Com. 
x533  McVicar  Ave. 

KENTUCKY 
Business  Research,   Univ.   Ky. 

LOUISIANA 

Assessor— Rapids  Parish 
Member,  La.  Tax  Commission 

Pres.,  La.  Assessors'  Assn. 
Secy.,  La.  Tax  Commission 
Pan-Amer.  Pet.  Co. — Atty. 


Lawrence 

Lawrence 
Burr  Oak 
Burr  Oak 
Topeka 
Topeka 


Lexington 
Lexington 


Alexandria 
Baton  Rouge 
Baton  Rouge 
Lake  Charles 
Baton  Rouge 
New  Orleans 


Tebbetts,   Leon  0. 
Tebbetts,  Mrs.  L.  0. 


Leser,  Oscar 
Lindsay,   Michael  J. 
Price,  Jesse  D. 
Ward, 'Albert  W. 


MAINE 
Member,  State  Bd.  Assessors 


MARYLAND 

Member,  State  Tax  Commission 
Supr.  Asst.,  State  Tax  Com. 
Chrm.,  State  Tax  Commission 
Sec'v,  State  Tax  Commission 


Waterville 

Waterville 


Baltimore 
Baltimore 
Baltimore 
Baltimore 


Brown,  LaRue 
Brown,  O.  R. 
Fischer,  Frederic  L. 

Keil,  George  A. 
Killian,  Grace   E. 

Locke,  John  W. 
Long,   Henry  F. 
Long,  Mrs.  H.  F. 
Nichols,  Philip 
Stacv,  S.  L. 
Todd,  N.  B. 
Wakefield,  E.  E. 


MASSACHUSETTS 

Attorney — 185    Devonshire   St. 

197  Clarendon  St. 

Attorney,  N.  E.  Tel.  &  Tel.  Co., 

;o  Oliver  St. 
C.  P.  A.— 140  Federal  St. 
Tax  Consultant,  Kidder-Pea- 

body  Co.,  115  Devonshire  St. 
Hanking — 15  State  St. 
Com'r,  Corp.  and  Taxation 

Attorney — 20  Kilby  St. 
Attorney — 10  Post  Office  Square 
Shoe  Mchy. — 140  Federal  St. 
Attorney — So   Federal  St. 


Boston 
Boston 

Boston 

Boston 

Boston 

Boston 

Boston 

Topsfielc 

Boston 

Boston 

Boston 

Boston 


Rightor,  C.  E. 


MICHIGAN 

Government  Research — 
;i   Warren   Ave.  W. 


Detroit 


432 


NATIONAL  TAX  ASSOCIATION 


Ames,  Charles  L. 
Armson,  J.  G. 
Bell,  Robert  C. 
Bjornson,  Hon.  Gunnar 
Blakey,  Roy  G. 

Dable,  0.  K. 
Drepenbrock,  Clarence  P. 
Fitzpatrick,  T.  C. 
Gould,  E.  S. 
Larson,   Henry  A. 
Lund,  L. 

McCornelaug,  John  W. 
McNiven,  J.  H. 

Montagne,  W.  K. 
Mueller,  William 
Mueller,   Mrs.  Wm. 
Neuman,  0.  C. 
Ryan,  Patrick  J. 
Seamer,  Leonard  C. 
Simonds,  Etta  W. 
Sullivan,  George   H. 
Wallace,  George  E. 
Walquist,  John 
Williams,  Frank  J. 


MINNESOTA 

West  Publishing  Co.  St.  Paul 

Chrm.,  State  Tax  Commission  St.  Paul 

State  Senator  Detroit  Lakes 

Member,  State  Tax  Commission  St.  Paul 
Professor  of  Economics, 

Univ.  of  Minnesota  Minneapolis 

Member,  Bk.  Tax  Com.  Spring  Grove 

Deputy,  Ins.  Com.,  Sfate  Cap.  St.  Paul 

Attorney  St.  Paul 

500  Delaware  St.,  S.  E.  Minneapolis 

Attorney  Preston 

614  Erie  St.,  S.  E.  Minneapolis 

Asst.  Co.  Atty. — Court  House  St.  Paul 
Northern  Sts.  Power  Company, 

1424  Lincoln  Ave.  St.  Paul 

Asst.  Atty.  General  St.  Paul 

Tax  Com'r,  C.  St.  P.  M.  &  O.  Ry.  St.  Paul 

St.  Paul 
Wheaton 

Attorney — 942  Minn.  Bldg.  St.  Paul 

1 5 10  East  Shore  Drive  St.  Paul 

Sec'y,  Bk.  Tax.  Com.  of  Minn.  White  Bear 

Attorney  Stillwater 

Member,  State  Tax  Commission  St.  Paul 

City  Assessor — 235  Court  House  Minneapolis 

Asst.  Co.  Atty. — City  Hall  Minneapolis 


Barker.  Carl 
Cast,  W.  B. 

Cast,  Mrs.  W.  B. 
Compton,   Ralph  T. 
Compton,  Mrs.  Ralph 
Hall,  G.  H. 
Herbert,  S.  A. 
Laun,  Albert  C. 
Morse,  A.  R. 
Morse,  Mrs.  A.  R. 
Navlor,  Tohn  C. 
Reedy,  f .   S. 

Thompson,  L.  D. 
Thompson,  Mrs.  L.  D. 
Wattanbarger,  N.  J. 
Whissell,  George  B. 
Youncr.  L.  B. 


MISSOURI 

Shell  Pet.  Corp. 

Tax  Agt.,  Kans.  City  Terminal 

Ry.  Co.,  302  Union  Station 
302  W.  66th  St. 
102 1  Claytonia  Ter. 
102 1  Claytonia  Ter. 
State  Income  Tax  Department 
Shell  Petroleum  Corp. 
Real  Estate,  315  N.  12th  Blvd. 
Slate  Income  Tax  Department 

340  S.  Elm  Ave. 

Tax  Com'r,  Mo.  Pac.  R.  R.  Co., 

1 6 10  Mo.  Pac.  Bldg. 
State  Auditor 

Deputy  Auditor 
Southwestern  Bell  Tel.  Co. 
State  Income  Tax  Agent 


St.  Louis 

Kansas  City 
Kansas  City 
St.  Louis 
St.  Louis 
Jefferson  City 
St.  Louis 
St.  Louis 
Jefferson  City 
Jefferson  City 
Webster  Groves 

St.  Louis 
Jefferson  City 
Jefferson  City 
Jefferson  City 
St.  Louis 
Tefferson  Citv 


Buckingham,  W.  H. 

Buckingham,   Mrs.  W.   H. 
Pollard,  F.  S. 
Scott,   Harry  W. 
Scribner,  Arthur 


NEBRASKA 

Attorney,   11S  S.  iqth  St.  Omaha 

204  S.  48th  St.  Omaha 

Pax  Agt.,  C.  B.  &  Q.  R.  R.  Omaha 

Northern   Natural  Gas  Co.  Lincoln 

Tax  Com'r,  Union  Pac.  Ry.  Co.  Omaha 


ATTENDANCE  AT  TWENTY-FOURTH  CONFERENCE       433 


Keating,  John  J. 

Lutz,  Harley  L. 
Lutz,  Mrs.  Harley  L. 
Mungle,  James  A. 

O'Conner,  Frank  A. 
O'Conner,  Mrs.  Frank 
Shoenthal,  Isaac 

Tepper,  Jules  E. 


NEW  JERSEY 

Pres.,  Essex  Co.  Tax  Commis- 
sion, 58  Elliott  St.  Newark 

Professor,  Princeton  University  Princeton 

Princeton 

Sec'y,  County  Tax  Board, 

Hall  of  Records  Newark 

State  Tax  Dept,  100  Main  St.  W.  Orange 

100  Main  St.  W.  1  'range 

Essex  County  Tax  Com'r, 

41-43   Main  St.  Orange 

Essex  County  Tax  Com'r, 

1060  Broad  St.  Newark 


Asplund,  Rupert  F. 
Asplund,  Mrs.  R.  F. 
Reall,  Bryan  O. 
Owens,  J.  E. 


NEW  MEXICO 

Dir.,  Taxpayers'  Assn.  Santa  Fe 

217  Marcy  St.  Santa  Fe 

Member,  State  Tax  Commission  Santa  Fe 
Fax  Agt.,  A.  T.  &  Santa  Fe 

l\v.  Co.  Santa  Fe 


Atterbury,  J.  Francis 

Baker,  William 
Bates,  A.  G. 
Bogart,  C.   W. 
Broderick,  Jos.  P. 

Chrystie,  T.  L. 

Cole.  Seth  T. 

Cook,   Fred  C. 
Cryan,  C.  V. 
Davenport,  G.  I. 
Davis.  C.  R. 
Doyle,  Edward  P. 
Frazer,  C.  Royall 
Frazer,  Mrs.  C.  R. 
Cates.  Alfred 

Gerstenberg,  Charlrs  W 
Haig,  Robert  M. 
Halpin.  John  L. 
Hart.  V.  G. 
Hennessey,  John 
Hirschberg,   Edgar 

Tames.  W.  W. 
Kuhn.  Tohn  L. 
Link.  E.   T. 
McCrew,  E.  W. 
McLaren.  Kenneth  T\ 
McPeak,  Oscar 
Oliver.   T.  W. 
28 


NEW  YORK 

23  Wall  St., 

c/o  J.  P.  Morgan  &  Co.  New  York 

Broker,  61    Broadway  New  York 

Banker,  1 1   Broad  St.  New  York 

S2  Cornelia  St.  Brooklyn 
Equalization  Tax  Com'r. 

134  W.  Eagle  St.  Buffalo 

Attorney,  19  Cedar  St.  New  York 
Deputy  Com'r,  Taxation  and 

Finance,  New  York  State  Catskill 

Real  Estate — 26  Broad  St.  New  York 

45  Nassau  St.  New  York 

;q  Worth  St.  New  York 

Shell  Petr.  Co.,  122  E.  42nd  St.  New  York 

Real  Estate,  12  E.  41st  St.  New  York 

Attorney,  41   Park  Row  New  York 

New  York 
Government  Research. 

45   Exchange  St.  Rochester 

Prentice   Hall,   70  Fifth  Ave.  New  York 

Columbia  University  New  York 

1 151   Eastern  Ave.  Schenectady 

30  5th  Ave.  New  York 

State  Tax  Commissioner  Albanv 
Counsel,  N.  Y.  Tax  Com.. 

St.  Office  Bldg.  New  York 

143  Liberty  St.  New  York 

Banking,  16  Wall  St.  New  York 

285   Madison  Ave.  New  York 

Sinclair  Ref.  Co.,  45  Nassau  St.  New  York 

120  Broadway  New  York 

Gen.  Food  Corp.,  250  Park  Ave.  New  York 

200  Hudson  St.  New  York 


434 


NATIONAL  TAX  ASSOCIATION 


Palmer,  Roy  II. 
l'aton,  Thomas  B. 
Powell,   Henry    M. 
Riely,  Lambert  M. 

Ryan,  Joseph  J. 
Saxe,  Martin 
Schmidt,  Chas.  M. 

Sission,   Herbert  S. 
Smith,  Howard  B. 
Sonderling,   Samuel  J. 
Stephenson,   Maurice 
Tharp,  C.  R. 
Tharp,  Mrs.  C.  R. 
Tobin,  Chas.   L 
Ward,  E.  T. 
Weller,  W.   Karl 

Whitney,   Francis  N. 

Zoller,  J.  Frank 
Zoller,  Mrs.  J.  Frank 


Beddingfield,   A.   F. 
Maxwell,  A.  J. 
Morrison,  Fred  W. 
Phelps,   Tack   B. 


Asst.  Dir.,  N.  Y.  Tax  Dept. 

Attorney,  22  E.  40th  St. 
Attorney,  51   Chambers  St. 
N.  Y.  Cen.  Ry.  Co., 

466   Lexington  Ave. 
18   Pine   St. 

Attorney,  76  Williams  St. 
Guaranty  Trust  Company, 

140  Broadway 
1.54  \V.  Eagle  St. 
1  tanking,    165    Broadway 
Cushman  Drive 
80  Centre  St. 
247  Bark  Ave. 
85   Highland  Ave. 
Attorney,  100  State  St. 
Banking,  64  Wall  St. 
Government  Research, 

45   Exchange  St. 
Attorney,  Western   Union  Tel. 

Co.,  60  Hudson  St. 
Tax  Atty.,  General  Electric  Co. 


NORTH  CAROLINA 

Chief,  Income  Tax  Division 
Commissioner  of  Revenue 
Exec.  Sec'y,  State  Tax  Com. 
Deputy  Com'r  of  Revenue 


New  York 
New  York 
New  York 

New  York 
New  York 
New  York 

New  York 
Buffalo 
New  York 
Scarsdale 
New  York 
New  York 
Yonkers 
Albany 
New  York 

Rochester 

New  York 

Schenectady 

Schenectady 


Raleigh 
Raleigh 
Raleigh 
Raleigh 


Acker,  I.  A. 


NORTH   DAKOTA 
State  Tax  Commissioner 


Bismarck 


Bell,  Spurgeon 
Bushfield,  Chas.  II. 

Chandler,  George  B. 

Close,  Charles  F. 
Dargusch,  Carlton  S. 
Dargusch,  Mrs.  C.  S. 
Doyle,  F.  F. 
Dyer,  C.  A. 

Edwards,  John  S. 
Forney,  S.  E. 
Forney,   Mrs.  S.   E. 
Kilmon,  George 
Kraus,  Anthony  J. 
Lavery,  Thomas  C. 

Maltby,  Chas.  S. 
Miner,  Ralph  H. 
Newman,  Fred   A. 


OHIO 

Professor,  State  University  Columbus 
Tax  Agt.,  Ohio  Power  Co.. 

25  S.  22nd  St.  Newark 
Sec'y,  State  Chamber  of  Com- 
merce, Huntington  Bk.  Bldg.  Columbus 
Atty.,   1857  Union  Trust  Bldg.  Cleveland 
Atty.,  State  Tax  Commission  Columbus 

Columbus 
Firestone  T.  &  R.  Co.  Akron 
Dir.,  State  Chamber  of  Com- 
merce, Southern  Hotel  Columbus 
Member,  State  Tax  Commission  Johnstown 
Til    E.  Northbroadway  Columbus 
t  r  1    E.  Northbroadway  Columbus 
Goodrich  Rubber  Co.  Akron 
Member,  State  Tax  Commission  Columbus 
Professor  of  Law,  Univ.  of 

Cincinnati  Cincinnati 

750  Huron  St.  Cleveland 

Goodyear  Tire  &  Rubber  Co.  Akron 

Tax  Consultant,   R.  D.  #   5  Akron 


ATTENDANCE  AT  TWENTY-FOURTH  CONFERENCE       435 


Schmit,   R.  H. 

Schmit,  -Mrs.  R.  H. 
Schuler,  H.  L. 
Schuler,  Mrs.  H.  L. 
Trainman,  G.  M. 


Tax  Agt,  N.  V.  C.  R.  R., 

353<S  Shaw  Ave. 
3538  Shaw  Ave. 
Anier.  Steel  &  Wire  Co. 

30  E.  Broad  St. 


Cincinnati 
( Cincinnati 
Cleveland 
Cleveland 
Columbus 


Cornish,   Melvin 
King,  C.  W. 
McBride,  Jennings 
Meyer,  Leo 

Parkinson,  Fred 
l'arr,   R.   E. 
Plake,  C.  T. 
Plake,  Mrs.  C.  T. 


Edmonds,  Franklin  S. 
Elkin,   E.   M. 

Elkin,  Mrs.  E.  M. 
Johnson,  Samuel 
Kalisher,  S.  S. 
Kress,  Walter  J. 
Kress,  Mrs.  W.  J. 
Lehman,  F.  H. 
Logan,   E.  B. 
Lord,  Jos.  S.,  Jr. 
McKay,  Marion  K. 

Metzger,   Leon  D. 
Metzger.    Mrs.    L.   D. 
Mover,  Philip 
Murray,  Jos.   P. 
Ramey,  Jos.  M. 

Ramey.  Mrs.  J.  M. 
Reist.   Linn   L. 
Sheaffer.  M.  Clyde 
Turner,  C.   L. 
Waters.  C.  A. 
Waters,   Mrs.  C.  A. 
Weaver,  F.  P. 


OKLAHOMA 

Chrm.,  Oklahoma  Tax  Com. 
Atty.,  Oklahoma  Tax  Com. 
C.  P.  A. 
Tax  Agt..  Mid-Continent  Pet. 

Corp.,  Box  2194 
Oklahoma  I  las  &  Elec.  Co. 
Phillips   Petroleum  Co. 
<  rulf  Pipe  Line  Co. 


PENNSYLVANIA 

1  [  1    So.    15th   St. 
lax  Attorney,  West.  Elec.  & 
Mfg.  Co. 

Gulf  Refining  Co. 

Tax  Consultant,  260  S.  Broad  St. 

Sec'y,    IjcI.    Kin.  &   Rev. 

Deputy  Auditor  General 
Budget  Sec'y,  St.  Pa. 

Professor  of  Economics, 

University  of  Pittsburgh 
I  )eputy  Sec'y  of  Revenue 

Deputy   Attorney  General 
Fidelity— Phila.  Trust  Bldg. 
Tax  Agt..  Penn.  R.  R.  Co., 
Broad  Street  Station 

I  >ept.  Revenue 

Com'r  Corp.,  34  W.  Main  St. 
C.  P.  A.,  820  Perry  Bldg. 
Auditor  General 

L>ept.  Agr.  Econ.,  State  College 


Oklahoma  City 
Oklahoma  City 
Oklahoma  City 

Tulsa 

<  Iklahoma  City 

Bartlesville 

Tulsa 

Tulsa 


Philadelphia 

Pittsburgh 
Pittsburgh 
Pittsburgh 
Philadelphia 
I  [arnsburg 
I  larrisburg 
Lebanon 
Upper   Darby 
1  larrisburg 

Pittsburgh 

I  Ltrrisburg 
I  larrisburg 
I  [arrisburg 

Philadelphia 

Philadelphia 
Ridley  Park 
Ffarrisburg 
Shiremanstown 
Philadelphia 
Harrisburg 
Harrisburg 
State  College 


Arnold,  Preston  F. 
Bliss,   Zenas   W. 
Bliss,  Mrs.  Zenas  W. 
James,  Marold  W. 
James,  Mrs.  H.  W. 
Kiernan.  Joseph  H. 

Leahy,    Edward    L. 


RHODE  ISLAND 

R.  I.  Hospital  Trust  Co. 
Chrm.,  State  Tax  Commission 

Inheritance  Tax  Attorney 
11   Swift  St. 

Chairman,  Board  of  Assessors, 
07  Alvin  St. 

Member,  State  Tax  Commission 


Providence 
Providence 
Providence 
Providence 

Providence 

Providence 
Providence 


436 


NATIONAL  TAX  ASSOCIATION 


Rawlings,   Roy 
Sherman,  Arthur  A. 
Tobie,  E.  P. 


Speaker,  Mouse  of  Rep. 
Jury  Commissioner 
Chief  Clerk,  State  Board 
Tax  Commissioners 


Hope  Valley 
Portsmouth 

Providence 


Aull,  George  H. 
Bennett,   Neville 

Bennett,   Mrs.  Neville 
Bradley,  W.  R. 

Cauthen,  A.  F. 
Cauthen,  Mrs.  A.  F. 
Craig,  A.  B. 

Crouch,  Thomas 
Derham,  J.  P. 
Derham,  Mrs.  J.  P. 
Derrick.   S.    M. 

Good.   Mrs.  A.  D. 
Hodge,  Julia  E. 

Horr,  George  D. 

Hubbard.  T.  C. 
Hubbard,  Sirs.  J.  C. 
Jensen,  W  .  C. 
Lyon,  J.  Fraser 
McMaster,  Fitzhugh 

Mills.  W.  H. 
Robinson.  Frank  C. 
Robinson.   Mrs.   F.  C. 
Query,  Lois 

Ouerv.  W.  G. 

Ward.  S.  M. 

Win^ate.  Claude  K. 


SOL" TH   CAROLINA 

Asst.  Dir.,  Agri.  Research 
House  of  Representatives, 
Chrm.  Ways  &  Means  Com. 

Dir.,  Income  Tax  Division, 

S.  C.  Tax  Commission 
Auditor,   S.   C.  Tax   Com. 

Dir..  Property  Tax  Div., 
S.  C.  Tax  Commission 
Southern   Bell  Tel.  Company 
Member,  State  Tax  Commission 

Professor  of  Economics, 
I'niversity  of  S.  C. 

Gasoline  Ok.,  S.  C.  Tax  Com. 
to  Chrm..  S.  C.  Tax 
Commission 

Professor  Commerce  &  Adminis- 
tration, College  of  Charleston 

Auditor.  S.  C.  Tax  Com. 

Agri.   Eeons.  Dept. 

Gen.  Counsel,  S.  C.  Tax  Com. 

Supervising  Auditor,  Motor 

Vehicle  Investigating  Com. 
Professor   Agri.   Econ. 
Member.   S.   C.  Tax   Com. 
141ft   Laurel   St. 
,\>>t.  to  Sec'y,  National  Tax 

Association 
Chairman,  S.  C.  Tax  Com. 
Chrm..  Finance  Committee. 

South   Carolina   Senate 
Examiner,  Inheritance  Dept., 

S.  C.  Tax  Com. 


Clemson  College 

Bennetts  ville 
Bennettsville 

Columbia 
Columbia 
Columbia 

Columbia 
Columbia 
Columbia 
Columbia 

Columbia 
Columbia 

Columbia 

Charleston 
Columbia 
Columbia 
Clemson  College 
Columbia 

Columbia 
Clemson  College 
Columbia 
Columbia 

Wellford 
Columbia 

Georgetown 

Columbia 


Allred,  C.  E. 

Booton.  W.  S. 
Booton.  Mrs.  W.  S. 
Booton.   Louise 
Hall.   Fitzgerald 
Lander.   Frank  D..  Jr. 
O'Connor.  M.  P. 
Prescott.  Dr.  F.  W. 

Taber.   Albert  W. 


TENNESSEE 

Professor  Agri.  Econ., 

Univ.  of  Tennessee  Knoxville 

Director,  Excise  Tax  Division  Nashville 

ro7   Memorial  Annex  Nashville 

107  Memorial  Annex  Nashville 

Attorney,  Q.}0  Broadway  Nashville 

Supt..  Income  Tax  Division  Nashville 

Attorney  Nashville 
Professor  Public  Finance, 

Univ.  of  Chattanooga  Chattanooga 

Attornev  Chattanooga 


ATTENDANCE  AT  TWENTY-FOURTH  CONFERENCE       437 


Foster,  G.  W. 
Gabbard,  L.  P. 
Gates,  C.  A. 
Cawan,  T.  J. 

Hammermann,  John,  Jr. 
Strickland,   Dean  A. 


TEN  AS 

The  Texas  Co. 
Research  Agric.  Econ. 
Southwestern  Bell  Tel.  Co. 
United  Gas  System, 

3920  Fannin  St. 
Gulf  Companies 
Tax.  &  Ins.  Com'r, 

United  Gas  System 


Houston 
College  Station 
Dallas 

Houston 
Houston 

Houston 


Drown,  C.   M. 
Hammond,   R.  E. 


UTAH 

Utah  Copper  Co. 

State  Tax  Commissioner 


Salt  Lake  City 
Salt  Lake  City 


Keehne,  William  F. 

Morrissett,  C.  H. 
Pinchbeck,  Raymond 

Rooney,  Arthur  J. 
Snavely,  Tipton  R. 
Stauffer,  Wm.  H. 
Tucker,  Robert 

Tyler,  Bruce  P. 
Wallerstein,  M.  L. 


VIRGINIA 

Tax  Statistician, 

865  Northumberland  St.  Roanoke 

Va.   State  Tax  Commissioner  Richmond 

Professor  Business  Adminis- 
tration, Univ.  of  Richmond  Richmond 

Tax  Com'r,  C.  &  O.  Ry.  Richmond 

Professor  Econ.,  Univ.  of  Ya.  University 

Economist,   Dept.  Taxation  Richmond 

Professor  Econ.,  Washington 

&   Lee   University  Lexington 

Clinchfield  Coal  Co.  Bristol 

Ex.  Sec'y,  League  of  Virginia 

Municipalities  Richmond 


Moir,  G.   B. 


WEST  VIRGINIA 


Charleston 


Arnold,    L.  A. 
Plough,  J.  Roy 
Koester,  E.  J. 
Koester,  Jean 
Leenhouts,  John  H. 
Leenhouts,  Mrs.  John  H. 
Mattison,  Walter  J. 
Mattison,   Mrs.  W.  J. 
Rosa,  Chas.  D. 


WISCONSIN 

City  Tax  Commissioner  Milwaukee 

Statistician,  Wis.  Tax  Com.  Madison 

2370  N.  Grant  Blvd.  Milwaukee 

2370  N.  Grant  Blvd.  Milwaukee 

2331   Sherman   Blvd.,  N.  Milwaukee 

2331   Sherman    Blvd.,  N.  Milwaukee 

Attorney  Milwaukee 

Milwaukee 

Member,  State  lax  Commission  Madison 


Carter,  Miss  M.  S. 
Tackson,  Mrs.  T.  P. 
brr,  W.  A. 

Orr,  Mrs.  W.  A. 
White,  J.  T. 


CANADA 

Pkovinxe  of  Ontario 

135  Tvndall  Ave.  Toronto 

135  Tvndall  Ave.  Toronto 
Asst.  Controller  of  Revenue, 

Parliament  Bldg.  Toronto 

135  Tyndall  Ave.  Toronto 

Controller  of  Revenue  Toronto 


438  NATIONAL  TAX  ASSOCIATION 

HAWAIIAN  ISLANDS 
Smith,   E.   S.  Territorial  Treasurer  Honolulu, T.  II . 

PORTO   RICO 
Beverlev,  James  R.  Attorney  Central  of  Porto  Rico      San  Juan 


INDEX 


PAGE 

Acker,   I.  A. 

Discusses  Local  Assessment  System   59 

Inquires  about  Gasoline  Tax  Refunds  in   X.  C.    46 

Inquires  about  Plan  of   Reorganization     178 

Adams,  T.  S. 

Discusses  System  of  Taxation    91 

Eulogizes  A.  E.  Holcomb   388 

Pays  Tribute  to  Memory  of  Nils  P.  Haugen    223 

Presents  Paper  on  Allocation  and  Apportionment   345 

(Questions  Chairman,  Resolutions   Committee    395 

Talks  on  Apportionment  Formula 342 

Addresses  of  Welcome 

R.  B.  Russell,  Jr.,  Governor    3 

G.  E.  Millican,  Mayor  pro  tern.    5 

Alabama.   Developments  in 84 

Allocation  of   Business   Income    301 

Allocation   Versus   Apportionment     345 

Allocation   of  Income  of  International   Enterprises    333 

Asplund,  R.  F. 

Local  Expenditure  Control  through  Uniform  Budgets  and  Accounts  212 

State   Supervision  in   New   Mexico    280 

Attendance  at  Conference     426 

Blakey,   Roy  G. 

Explains  Control  of  Bond  Issues  in  West  Virginia    2S1 

Inquires  about  School   Expenditures  in   X.   C 43 

Presides  at  Seventh  Session    244 

Property  and  Income  Taxes   139 

Supervision  of  Assessment    58,  60 

Bliss,  Zenas  W. 

Appointed  Chairman  of  Nominations  Committee    67 

Pays  Tribute  to  Memory  of  Nils  P.  Haugen    222 

Submits   Report  of  Nominations   Committee     387 

Plough,   Roy  J. 

Property  and   Income   Taxes 141 

State   and    Local    Expenditures    235 

Booton,  W.  S. 

Interest  Rale  in  Alabama 97 

Brown,  C.  M. 

The  Function  of  Taxpayers'  Associations  in  Expenditure  Control..  245 

Brown,  LaRue 

Taxation  of  Motor  Vehicle  Transportation    369 

Butler,  S.  R. 

Equalization   in   Alabama    91, 97 

Carroll,   Mitchell   B. 

Allocation  of  Income  of  International  Enterprises    333 

(439) 


440  INDEX 

PAGE 

Chandler,  George  D. 

Consolidation  of  Counties    57 

Childe,  C.  E. 

Exceptions  to  Report  of  Committee  on  Taxation  of  Motor  Vehicle 

Transportation     3°5 

Cole,   Seth  T. 

Asks  about  Sales  Taxes  in  Georgia  22 

Presents    Report   of    Sub-Committee      296 

Committees  Appointed 

Credentials     23 

Nominations  67 

Resolutions      2T> 

Committees   Authorized 

Expansion  of  National    Tax   Association .    3S5 

Uniformity  and   Reciprocity   in   State  Tax    Legislation    392 

Committee   Reports 

Expansion  of  National  Tax  Association    385 

Motor  Vehicle  Transportation,  Taxation  of    -357 

Nominations     387 

Resolutions     379 

Uniformity  and    Reciprocity  in   State    Tax    Legislation    294 

Allocation  of   Business   Income    301 

Effect  of  the  Decision  in   Estate  of  Alice  C.  Martin   296 

Conference 

Adjournment   Voted      400 

Attendance    at    193]  . .    426 

Invitations  for   1932      396 

Resolutions   379,  380,  3S1,  393.  304 

Control  of  Public   Expenditures,  The       153 

Through  Budgeting  and   Budgetary  Procedure    189 

Through   Uniform   Budgets  and  Accounts     212 

Through   Functioning  of  Taxpayers'    Association 245,  249 

Viewpoint  of   Local   Official   Toward    262 

dishing,   R.   B. 

Endorses   Position   of  Mr.  Zoercher .    140 

Deficits  in   the   Southern   States,  The   Prevention  of    412 

Doyal.   Paul    II. 

Makes   announcement    22 

Presides  at  Third   Session    67 

Doyle,   Edward  P. 

Discusses  Standard  of   Living   41 

Remarks  on   Intangibles     150 

Taxation  in   New  York  q^;.  07 

Dykstra,  C.  A. 

The   Rising  Tide  of    Taxes    179 

Edmonds,   Franklin  S. 

Comments  on  Report  of  Committee    350,  351 

Discusses   State   Financing   Problems    96,  98 

1  »iscusses  Tax  on  Real  Estate    47 

Discusses    Unit  Cost  Accounting     177 

Elected  V ice-President  of  National  Tax  Association    387 

Introduces  Presiding  Officer  at  Tenth  Session   400 

Inquires  about  County  Consolidation     42 

Inquires  about  Public   Schools  Cost 4; 

Moves  Adoption  of  Rules  of  Procedure 3 


INDEX  441 

PAGE 

Speech  of  Acceptance  as  Vice-President  of  N.  T.  A 391 

Submits   Report  of   Committee     294 

Edwards,  John   S. 

Extends  Invitation  to  Conference    397 

Englund,    Eric 

Relief,  Reform,   Revision,   Reduction 285 

Expenditures 

Effective   State  Control  of   Eocal     418 

North    Carolina's    Plan    of   Consolidation,    Retrenchment   and   Con- 
trol  of    34 

Fairchilcl,   Fred   R. 

.Makes    Announcement    41 

Florida,  The  Situation  in   78 

Forney,   S.   E. 

I  Uscusses   Property  and   Income   Taxes    140 

Georgia 

Sales   Tax   in     61 

Special   License  Taxes  in     28 

System  of  Taxation   in     26 

Tax  Administration   in     14 

Gerstenberg,  Charles   W. 

Allocation  of  Business   Income     301 

Explains   Allocation    Formula     351 

Suggests   Paper  presented  be   Published  in   Bulletin .  .  .  145 

Haig,   Robert   M. 

Discusses  Conference   Resolution     395 

Elected  President  of   National  Tax   Association    387 

Property    Fax  Offsets   to   Income   Taxes     134 

Presides  at   Ninth   Session     356 

Speech  of  Acceptance  as  President  of  N.  T.  A 390 

Hall,  Fitzgerald 

Public  Expenditures   60 

Taxation   of   Motor   Vehicle   Transportation    367 

Heer,  Clarence 

The  Effective  State  Control  of  Local   Hxpt-nditures    418 

Hicks,  H.  S. 

Consumption  Excise  Taxes    90 

Inquires  about  School   Districts   in  Georgia    49 

Hunter,   M.  S. 

Comments  on  Political  Unit   277 

Invites   1932   Conference   to   Meet  in   Illinois    398 

Income  Tax,  The   Effect  of  a  Property  Tax   Offset   under  an    126,  134 

Jensen,  Jens  P. 

Commodity  Taxes    94 

Property  and  Income  Taxes    143 

Question  as  to  Method  of   Equalization  in   Alabama    90 

Johnson,   E.   H. 

Tax  Administration   in   Georgia 14 

Johnson,   Milbank 

Cost  of  Government    56 

Presides  at   Sixth   Session    188 

Remarks  on  Taxpayers'  Association   278 

Responds   to  Address   of  Welcome    10 

Keister,  Albert  S. 

The   Prevention  of   Deficits   in   the   Southern   States    412 


442  INDEX 


PAGE 

King,  C.  W. 

Presents  Resolution 65 

Knight,  C.  H. 

I  ii\  clopments  in  Alabama   84 

Discusses  Alabama's   Financing   Problems     95"9<S 

Leland,  S.  E. 

Control  of  Public  Expenditures,  Leads  Discussion  of 172 

Property  Tax  Offsets   147 

Tax  Delinquency  and  Government  Finance  in  Illinois qS 

Local  Expenditures,  The  Effective   State  Control  of 418 

Long,   Henry  F. 

Appointed  Chairman  of  Resolutions  Committee    23 

Control  of  Public    Expenditures  , 153,  274 

Disposition  of  Committee   Report    340 

Moves  Report  of  Treasurer  be   Accepted    384 

Political  Unit   277 

Presides  at  Eighth  Session    283 

Property  Tax  Offsets    141 

Responds  to  Address  of  Welcome   6 

Speaks  on   Resolutions    392-394 

Submits  Report  of  Resolutions  Committee    379 

State  and  Local  Expenditures    227 

Lutz,  Harley  L. 

Calls  Conference   to  Order    244 

Control  of  Public   Expenditures    153 

Discusses  Commodity  Taxes    89 

Moves  Appointment  of  Nominations  Committee   24 

Maltby,  Chas.  S. 

Invites  1932  Conference  to  Ohio    398 

Martin,  James  W. 

Discusses   Committee   Report    369 

Submits   Report  of  Committee   of  N.  T.   A.  on   Taxation   of   Motor 

Vehicle  Transportation   356 

Matheson,  R.  E. 

Method  of  Stamping  Cigarettes  in  Georgia    107 

Mattison,  Walter  J. 

Inquires  about  Georgia  Sales  Tax 61 

Maxwell,  A.  J. 

Discusses  County  Consolidation     ; 42 

Financing  Schools  and  Roads  in  North  Carolina    52 

North    Carolina's    Plan    of    Consolidation.    Retrenchment    and    Con- 
trol of  Expenditures   34 

Memorial  Service   to  Nils   P.   Haugen    222 

Miesse,   Harry 

Comments  on  Taxpayers'  Associations     259 

Discusses  Unit  Costs    185 

Functions  of  Taxpayers'  Associations  in  Control  of  Public  Expenses  249 

Miller,  John 

Review  of  Recent   Leading  Tax   Decisions    109 

Millican,  G.  E. 

Address  of  Welcome   5 

Montague,   W.   K. 

Property  Tax  Offsets    146 

Sales  Tax  in  Georgia   6; 


INDEX  443 

PAGE 

Morgan,   E.  B. 

Presides  at  Fifth   Session    151 

Reads  Paper,  ''The  Rising  Tide  of  Taxes,"  by  C.  A.  Dykstra   .  ...    179 

Morrissett,  C.  H. 

Presides  at  Second  Session    25 

Mussatti,  James 

Invites  1933  Conference  to  California   398 

National  Tax  Association,  Business  Meeting   383 

Norman,  R.  C. 

Explains  Sales  Tax     61-64 

Georgia's  System  of  Taxation    26 

North  Carolina 

Plan    of    Consolidation,    Retrenchment    and    Control    of    Expendi- 
tures in    34 

O'Conner,  M.  P. 

Discusses  Stamp  Tax  Laws    105,  to6 

Oliver,  J.  W. 

Inquires  about  Sales  Tax  in  Georgia 64 

Palmer,   Roy   II. 

Inquires  about  Sales  Tax  in  Georgia 63,  64 

Park,  Orville  A. 

County  Consolidation    48 

Tax  Administration  in  Georgia   21,  22 

Special  License  Taxes  in  Georgia   28 

Powell,   Henry   M. 

Property  Tax  Offsets    145 

Prescott,  F.  W. 

Budgetary  Procedure  in  Tennessee     241 

Property  Taxation  in  an   Agricultural  State    371 

Property  Tax  Offsets,  The  Effect  of  Under  an  Income  Tax   126 

Discussion  of    134-140 

Query,  Lois 

Appointed  Member  of  Credentials  Committee    23 

Query,  W.  G. 

Accepts  office  of  Treasurer   391 

Announcements    23,  41,  67,  106,  108,   151,   181,  283 

Appointed  Member  of  Credentials  Committee    23 

Elected  Secretary  and  Treasurer  of  N.  T.  A 387 

Explains  Commodity  Tax  Law  in  South  Carolina 404 

Reads  List  of  Invitations  for  1932  Conference    399 

Reads  Rules  of  Procedure    1 

Reads  Paper,  "  The  Situation  in  Florida,"  by  Perry  G.  Wall 78 

Reads  Treasurer's   Report     383 

Responses  to  Addresses  of  Welcome    6,   10,   II,   12 

Relief,  Reform,   Revision,  Reduction    285 

Resolutions   Committee   Report     379 

Review  of  Recent  Leading  Tax  Decisions   109 

Rising  Tide   of  Taxes,  The    179 

Robinson,   Frank  C. 

The  Tax  System  of  South  Carolina  as  Viewed  by  an  Administrator     68 

Rosa,  Charles  D. 

Assessment  and  Consolidation  in  Wisconsin   5°-54»  58-59 

Comments  on  Committee  Report   349,  351 

Property  Tax  Offsets 147 

State  and   Local   Expenditures     234,  243 


444  INDEX 

PAGE 

Rover,    \V.   C. 

.Makes  Announcement 355 

Rules  of  Procedure    I 

Russell,  R.  B.,  Jr.,  Governor  of  Georgia 

Address  of  Welcome     3 

Sales  Taxation,  Some  Problems  in  State  and  Local    401 

Shoup,  Carl 

Some  Problems  in  State  and   Local  Sales  Taxation    401 

Simpson,  Herbert  D. 

The  Effect  of  a  Property  Tax  Off-set  Under  an  Income  Tax 126 

Smith,  Clarence 

Appoints  Credentials  Committee    23 

Appoints  Nominations  Committee    67 

Appoints  Resolutions  Committee   Chairman    23 

Calls  Conference  to  Order   I,  25,  76,   108,   151,   188,  283,  355 

Presides  at  First  Session    I 

Presides  at  Business  Session  of  X.  T.  A 383 

Property  Taxation  in  an  Agricultural   State    371 

Pays  Tribute  to  Memory  of  Xils  P.  Haugen   222 

Reads   Letter  from  Governor   Roosevelt    355 

South  Carolina 

Tax  System  as  Viewed  by  an  Administrator    68 

Southeastern  Economic  Association 

Joint  Session  of  Tax  Conference  with    400 

lax  Administration  in  Georgia    14 

Taxation  of  Motor  Vehicle  Transportation,   Report  of  Committee  on    .  .  357 

Tax  Decisions,   Review  of   Recent   Leading    109 

Tax  System  of  South  Carolina  as  Viewed  by  Administrator    68 

Taylor,   Lewis 

Budget  Control  in  Indiana    27^ 

Thompson,   L.   D. 

Property  Tax  Offsets    146 

Tobie,   Edward  P. 

Appointed  Member  of  Credentials  Committee    23 

Tucker,   Robert  H. 

Presides  at  Tenth  Session    400 

Tunell,  George  G. 

Comments  on   Retrenchment   179 

Uniformity  and   Reciprocity  in   State  Tax   Legislation,   Report  of  Com- 
mittee on 294 

Vandegrift,  Rolland  A. 

Allocation  of  Gasoline  Tax   57 

Control   of   State    Expenditures   through    Budgeting   and    Budgetary 

Procedure     189 

Discusses  Control  of  Bond  Issues   281 

Property  Tax  Offsets    149 

I  nit   Cost   Accounting    177  186 

Wall,   Perry  G. 

The  Situation  in  Florida   78 

Wallerstein,   Morton   L. 

Remarks  on   League  of  Municipalities    260 

Viewpoint  of  the  Local  Official  toward  Expenditure  Control  262 

White,  J.  T. 

Inquires  about  Cost  of  Arbitration  of  Assessment   21 

Responds  to  Address  of  Welcome    12 


INDEX  445 

PAGE 

Whitney,  Francis  N. 

Pays  Tribute  to  the  Memory  of  Nils  P.  Haugen   225 

Presides  at  Fourth  Session   108 

Zoercher,  Philip  H. 

Discusses   Property  Tax  Offsets     138 

Discusses    Expenditure   Control    268 

Escorts  Vice-President-Elect  to  the  Chair    389 

Invites   1932  Conference  to  Indiana   396 

Makes  Motions 355,  400 

Responds  to  Address  of  Welcome   11 

Zoller,  J.   Frank 

Comments  on  Georgia  Tax  Situation    45,  46 


HJ       National  Tax  Association 

2240        Proceedings 

N3 

1931 


PLEASE  DO  NOT  REMOVE 
CARDS  OR  SLIPS  FROM  THIS  POCKET 

UNIVERSITY  OF  TORONTO  LIBRARY 


ihii    ! 


iiiiiii  I  ii    i  nil  in  II  in  nil 


IIP"1' 


i      i  in  ii 


iliiiiliiiiiiiliiilliliiilii 


i     in  in  it 


